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DATES AHEAD 


| TENTH ANNUAL MEETING 


Controllers Institute of America 


| September 29 and 30, and Oc- 


tober 1, 1941—New York 


City 


REGIONAL MEETINGS 


May 13—Syracuse, Tri-Control 
Meeting (Buffalo, Rochester 
and Syracuse Controls) 

May 17—San Francisco, Pacific 
Coast Conference 


MEETINGS OF CONTROLS 


May 


| May 1—Philadelphia 
May 6—Twin Cities 
May 7—Connecticut 
May 8—Dayton 


May 12—Kansas City 
May 13—Cincinnati, Cleveland, 
Milwaukee 


| May 14—Baltimore, Detroit 


May 15—New York City 

May 26—New England, Pitts- 
burgh, St. Louis 

May 27—Chicago, District of 
Columbia 

May 28—Indianapolis 


June 
June 3—Buffalo, Twin Cities 
| June 4—Connecticut 
| June 5—Philadelphia 
June 9—Kansas City 
June 10—Cincinnati, Cleveland, 


Milwaukee 


June 11—Detroit 
| June 12—Dayton 


June 17—Syracuse 
June 19—Los Angeles, New York 
City, San Francisco 


_ June 23—St. Louis 


June 24—Chicago, District of 
Columbia 

June 25—Indianapolis, Roches- 
ter 

June 30—Pittsburgh 


These are scheduled dates. 
Some of 


NOTE: 
Some changes may be made. 


| the Controls may omit meetings in June 
| entirely. 








The controllership fare pro- 
vided this month in the columns 
of “The Controller’ is partic- 
ularly meaty. Any controller who 
absorbs all of it will be strength- 
ened and prepared for his strug- 
gles with the serious problems 
which he encounters in his day- 
to-day routine. 

A banker, W. Randolph Bur- 
gess, speaks clearly on financing 
defense, and related problems. It 
is an economic lecture of special 
timeliness. Mr. Burgess is recog- 
nized as a leader in his field. 

An intimate picture of the sit- 
uation into which government 
has allowed administration of the 
defense contract mechanism to 
fall is given in an address by Mr. 
Paul E. Shorb, a Washington at- 
torney. He tells why business 
concerns which have contracts 
with the government are worried, 
and feel that they are not being 
treated, by the administrative 
bureaus, as Congress intended 
they should be treated. 

What is planned by the gov- 
ernment in the way of extension 
of social security coverage? The 
man who administers the old age 
benefits and other provisions of 
the law, John J. Corson, gives an 
indication of what is to come. 

Dr. Rufus Stickney Tucker, 
economist of General Motors Cor- 
poration, tells how the defense 
program is affecting our national 
income; what the prospects are 
of serious inflation; and how in- 
flation may be prevented. 

The question, ‘“Whose Balance 
Sheet Is It?’’ is discussed effec- 
tively by a leader in the field of 
public accounting, Mr. Victor H. 
Stempf, who makes it clear that 
the balance sheet is the com- 
pany’s. 

It is a collection of thought 
provoking articles well worth the 
attention of controllers and of 
those who look forward to becom- 
ing controllers. 
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Recent Publications 


CONTROLLERS 
INSTITUTE OF AMERICA 


“Controllership: Its Functions and 
Technique.” A book, 134 pages, 
by John H. MacDonald. A careful 
presentation of the status of Con- 
trollership today. Published, Au- 
gust, 1940. 
1940 134 pages 

“War Problems of Business As the 
Controller Sees Them.” 


$2.00 | 


A report | 


of the discussions of a group of | 


one hundred controllers, in Con- 
ference January 5, 1940. 
1940 72 Pages $1.25 


“Suggestions for Improvement in the 
Federal Tax Laws and the Admin- 
istration Thereof.” Report of the 
Committee on Cooperation with 
the Treasury Department, of The 
Controllers Institute of America. 
October, 1939 20 Pages $1.00 


“Budget Methods and Procedures of | 


Manufacturing Companies.” A re- 
port of a Conference of Control- 
lers. 
June, 1939 40 Pages 
“Interpretations of the Fair Labor 
Standards Act.” A report of a 
Conference of Controllers. 
November, 1938 


Earlier Publications 
(Still in Print) 
“Budgeting for Control.” An address 
by Henry D. Minich, Chairman of 
Research Council. 
1932 16 Pages 25¢ 


“Appraisals and Property Account- 
ing.” Address delivered to New 
York members by Harold Vinton 


$1.00 | 


24 Pages 75¢ | 


Coes, of Ford, Bacon & Davis, Inc. | 


1932 12 Pages 50¢ 


Year Books 


1933, 1934, (1935 and 1936 
out of print) 1937, $2.00. 1938, 
$2.50. Year Book of 1939, $2.50. 


“The Controller” 


| All issues since February, 1934, to 


date, with exception of a few, which 
are out of print. 50¢ Each 


Duties of Controller 


A single sheet, presenting the defini- 
tion by The Controllers Institute of 


America, of the duties of a control- | 


ler. Sent free upon request. 
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Editorial Comment 


N this issue controllers will find a courageous and 
statesmanlike document from the pen of Victor 
H. Stempf, C.P.A. and past president of the New 
York State Society of Certified Public Accountants. 
“Whose Balance Sheet Is It?” he inquires, a ques- 
tion that is answered in unmistakable language with 
no pulling of punches for the members of his pro- 
fession. Taking a jab at those who worship at the 
shrine of “infallibility” and “indispensability” he ex- 
plores the use of balance sheets for credit-granting 
purposes, emphasizing that primary representations 
of the borrower rather than accounting opinion are 
of paramount consideration in the approval of credit 
risk. 

There are few who would dare address his col- 
leagues in these terms. With another poke at those 
who believe that public accounting service was 
reared for the purpose of routine examination and 
duplication of effort, he denies that the client’s in- 
terests are best served by perusal of each sales ticket, 
voucher and bill of lading. Here lies nourishment 
for controllers and accountants whose chief mission 
in life is devoted to the crossing of the T’s and the 
dotting of the I’s. 

Further on, he trots out for examination that old 
perennial of whether controller or examining ac- 
countant has the responsibility of preparing the bal- 
ance sheet. No one will disagree with the conclusion 
that the representations of the client constitute bal- 
ance sheet structure or that an “expression of con- 
sidered and competent opinion” as to such repre- 
sentations is all that might reasonably be expected in 
a certificate of audit. Mr. Stempf disposes of the pet- 
tifogging arguments relating to this subject by in- 
troducing the question, ‘““Which came first, the hen 
or the egg?” and then suggests the very simple 
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formula of having two sets of statements made up, 
one by the client and another by the auditor, for 
checking, reconciliation and final agreement. True 
enough, a lesson in semantics and the basic principle 
that those who are accounting-minded should hear 
what is good for them. 

Controllers and auditors often engage in idle ar- 
guments wherein the contestants come finally to 
realize that they are talking about words, not things, 
and that if they will only define their words they will 
find themselves in agreement, not in disagreement. 

To soothe the conscience that lies perplexed unless 
it has verified all details in balance sheet examina- 
tion, he says, ‘So what?’ Controllers join in that 
chorus because accounting suffers from words and 
mystery that have done it much harm in its contact 
with the general public. A controller who is execut- 
ing a real job for management knows that it is easier to 
sell accounting service by speaking in common terms 
of the street or the market place. In the use of this 
language there may be a few ideas that cannot be con- 
veyed but at least in doing the selling job he must 
have ideas that he, himself, understands. Some of 
these ideas may be completely contrary to the fixed 
notions of “common sense” or rejected because they 
offend ‘rule of thumb” logic, but it is at least un- 
necessary to spend time trying to find out what the 
speaker is talking about. Financial statements are not 
mysterious. Mr. Stempf knows that they are not, de- 
livers his message in two-fisted language, and takes 


a seat. More power to him! 
P HEnry C. PERRY. 


The paper by Mr. Stempf, to which Mr. Perry re- 
fers, appears in this issue of “The Controller’, be- 
ginning on page 186. It is a real contribution to this 
discussion. 








The Controller, May, 1941 


HAT at first seemed to be merely a customary 

governmental dilatoriness in handling applica- 
tions for certificates of non-reimbursement by busi- 
ness firms which have contracts to produce facilities 
or supplies for the various departments of the gov- 
ernment, takes on a different aspect in the light of 
reports and complaints of business men that they can 
not obtain from the departments which are in- 
volved, the documents which the law provides for, 
in order to give contractors protection and assur- 
ance of equitable reimbursement for work done, fa- 
cilities provided, or supplies manufactured. 

A Washington attorney, Mr. Paul E. Shorb, told 
the story of the failure of the government to issue 
non-reimbursement certificates in an address deliv- 
ered before the Eastern Spring Conference of Con- 
trollers in New York City on April 14. Mr. Shorb’s 
address is published in this issue of “The Control- 
ler”. Taxpayers may lose the certainty which they 
were promised if the departments concerned make 
the non-reimbursement procedure too difficult, and 
delay issuing the certificates, Mr. Shorb points out. 

The devious route traveled by an application for a 
certificate of non-reimbursement, as described by this 
authority, accounts for a large part of the delay in- 
volved. Administration of the sections of the law 
which cover this procedure has been made so cum- 
bersome that it simply does not function, and the in- 
tent of Congress is practically defeated. 

This is a serious situation, from the point of view 
of business. It is having a deterrent effect on the ef- 
forts of business to contribute to the success of the 
defense program. Prominently in the picture also is 
the amortization factor and the manner of its ad- 
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ministration. Private financing of emergency facil- 
ities is being impeded and discouraged. 

One commentator, writing to The Controllers In- 
stitute of America concerning the seriousness of this 
situation, makes the point that “If such certificates 
(non-reimbursement) are not issued it is likely that 
the full responsibility for financing emergency fa- 
cilities will be forced upon the government’’. He adds 
that the Commission’s position with respect to issu- 
ance of certificates of non-reimbursement is not in ac- 
cord with what appears to be the intent of Congress. 

What can business do about this? Responsibility 
for administering the law has been cut up into so 
many parts and divided between so many depart- 
ments that it is difficult to determine where to make 
a start in an effort to have the situation corrected. It 
comes back to the conclusion reached in so many 
other situations, namely, business wants to help but 
is being prevented by unwise governmental policies 
and red tape. 


HAT improved controllership techniques 

mean to American business will in all likeli- 
hood come in for review in the Tenth Anniversary 
meeting of The Controllers Institute of America, 
next September. That there has been improvement 
is recognized. It is well to take stock of this im- 
provement, and measure it, and plan for another 
decade of advancement. 

Who can tell what the next ten years will mean to 
controllers? What changes will take place in the 
procedures which they follow in meeting their re- 
sponsibilities? What new responsibilities will be 
placed on them? It is inspiring merely to pose these 
questions. 
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Financing Defense 


I am glad to come to Detroit, be- 
cause one always feels he is coming to 
a place where the people are dealing 
with realities. In provincial New York 
we deal too often with figures on paper. 
You deal with the real thing. And, I 
think a person is impressed as you 
think about Detroit, at what extraordi- 
nary things Detroit, and the things that 
center about it, have done to this coun- 
try. Anybody who studies economic 
trends, the figures as they mount over a 
period of years, knows that the auto- 
mobile industry, and the things you 
have done here, have changed America, 
and have raised the whole standard 
of living of our people, and that has 
flowed over into other countries as 
well. And, I suspect if one thinks of 
the present situation we can say, also, 
that the country here, and the country 
across the water, is looking to Detroit 
to play an enormous part in tipping the 
balance of power in favor of the per- 
manence of democratic government. 

I suppose all of us have been ter- 
ribly disheartened by the recent news 
coming from abroad. One cannot help 
being. And, if one watches those oper- 
ations, the thing that impresses itself 
on your mind is the weight of ma- 
terials and of trained men that Ger- 
many has been able to throw into the 
combat. It reflects years of preparation ; 
it reflects years of time which is the 
advantage Germany has over her op- 
ponents. 


CHURCHILL'S ADVICE TO MAUROIS 


Some of you may have read that 
book by Andre Maurois ‘Tragedy of 
France.” There is a little story in that 
book which seems to me to summarize 
the situation we face today even here 
in this country. Maurois says in 1935 
he was in London, and had dinner 
with Winston Churchill, and after 
dinner Churchill took him to one side, 
backed him into a corner, and said to 
him, ‘“‘Maurois, you must stop writing 
about politics, and about economic mat- 


By W. Randolph Burgess, Ph. D., LL.D. 


ters, and the lives of famous women, 
and you must start writing for the 
French people just one article every 
day, and what you must write is this, 
that France used to lead the world in 
aviation, and French aircraft is steadily 
going down and Germany is steadily 
going up. France that used to be in 
first place, is now in fourth or fifth, 
and you must say that to your people 
every day, and, if you do, it may save 
your country.” 

Maurois did not do it, and the re- 
sults we all know; the results of that 
series of events. And, when the war 
broke out, the thing that had been lost 
was time. 

Our problem today is whether we 
are using the time that is given us, for 
the next few months are critical. Really, 
the whole essence of this present 
world situation is time. Can the forces 
of Democracy, which have not been 
gearing themselves over a period of 
years to preparation, can they gear them- 
selves up to meeting in a short time 
what the forces of absolutism have 
taken years in preparing? 

I want to talk to you about only one 
phase of that problem, and that is the 
problem of defense financing. It is 
not one in which you usually think of 
time as the important thing, and yet I 
suspect we need to apply the same rule 
in the matter of financing, that we 
need to gear ourselves up to think in 
terms of time. I will deal with one 
rather minor feature of the problem 
first, perhaps, before going on to the 
main point. 


BANKS FINANCING MANY CONTRACTS 


When this defense program first 
started, one question that was asked, 
was how the defense contracts were go- 
ing to be financed. The banks took 
what seems to me a very forward posi- 
tion in insisting immediately that they 
should do their share as fully as pos- 
sible. In some countries the whole job 
was done by the government. We felt 
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that the banks could do a very large 
part of the job. The American Bankers 
Association went to Washington and 
their representatives worked out with 
the government a form of contract 
for use in defense financing, and the 
consequence has been that the banks 
have done a very substantial share of 
this defense job. A lot of it is being 
done by the RFC, and directly by the 
government, but I think the one criti- 
cal point in there was a turning point 
whether the whole job would be done 
by the government, whether the bank- 
ing mechanism would be subordinated, 
whether private enterprise would be 
rather shoved aside; but I think that 
point was passed with some efficacy. 
The banks, the figures for the end of 
the year show, are now making well 
over $500,000,000 of defense loans of 
one sort or another, and the amount is 
rising steadily. 

Of course, a large part of this financ- 
ing program is going to be done by 
the government, with government 
funds. The extraordinary part about 
that situation is that when most coun- 
tries face a program of this sort, the 
question is whether they will be able 
to finance it. With us that is not the 
problem. There is no question about 
being able to finance it. It can all be 
done by the sale of securities to the 
banks, if necessary. The question is 
how it will be financed, because on 
that question hinge a great deal of the 
consequences. Historically we know 
that wars have meant inflation, and our 
defense program is of such magnitude 
that from a finance point of view, it 
comes under the same category as a 
war effort. 


How PREVENT ECONOMIC UPSET 


There can hardly be any argument 
about whether it is desirable to finance 
with inflation. We know that with in- 
flation it is the speculator who benefits, 
as compared with the investor; it is 
the slicker who benefits compared with 
the conscientious. We know that an era 





of rapidly rising prices, of silk shirts, 
the atmosphere of a spree, is neither 
the kind of atmosphere to fight a war 
in and to carry on a defense program 
effectively, nor to give us, after the 
effort, an orderly economy. One of the 
extraordinary things about this effort 
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goods, to the point that there will be 
plenty of goods for everybody to buy, 
so that prices would not go up. The 
other choice is to cut down, to restrain, 
this buying power so that it cannot be 
spent for so much consumers’ goods. 
The Washington policy at first was that 
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the production of consumers’ goods 
must be raised so that all the buying 
power could be satisfied, and prices 
would not go up. You can put it by 
saying that they felt the problem was 
a problem of addition and not subtrac- 
tion, that we would simply pile on top 


is that everybody knows that problem, 
and is facing it fairly. And yet we need SS meme 
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PAYROLLS ADVANCE Forty PER CENT. 


The figures today, I think, are inter- 
esting; that our payrolls, the actual 
amount of money paid out in payrolls 
in this country, is forty per cent. higher | 
than it was when the war started, and 
this is only a beginning. The calcula- 
tions are that by this time next year 
there will be four million more men at 
work, and the payrolls will be higher 
as longer hours of work, and more 
overtime is paid, and, perhaps, as wages 
are higher also. That tremendous flood 
of buying power is going to be spent in 
one way or another. 





As this problem was faced in the 
early stages of the program, there was 
a choice that had to be exercised. There 
were two ways of meeting that situa- 
tion; one to try to increase the produc- 
tion of consumers’ goods, of civilian 


for their solution. 
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of the income that we had the whole of 
this war effort, and the two things 
would go on simultaneously. 

That was not such a foolish idea, 
because we had a huge amount of extra 
industrial power and capacity that was 
not working full blast; we had enough 
extra labor, so it looked as though it 
would be possible to do both things, 
to have our guns and to have our but- 
ter at the same time—very much the 
pleasantest way to finance a defense 
effort of this sort. It looked as though 
it could be possible. 


PLAN BREAKING DowN 


Well, now what is happening today ? 
I think it is perfectly clear that that 
proposal for financing the war is break- 
ing down. It cannot hold up. One rea- 
son for it is that the defense program 
has increased from ten billion dollars to 
forty billion dollars since last summer. 
That is a wholly different proposition, 
and we see the thing working. We see 
that basic commodity prices are up 
something like thirty-five per cent.; we 
see this general trend for an increase 
in wages; we see the bottle-necks be- 
ginning to develop. You cannot have 
your guns and your butter at the same 
time, because there are not enough of 
some of the raw materials to produce 
the things that you want as well as the 
things that you have to have for your 
defense effort. 

There is a psychology of expansion 
that begins. People begin to order 
ahead, as you have in this country. The 
business men have ordered goods 
ahead, and piled up their inventories. 

No, you cannot treat it as a prob- 
lem in addition; it must be partly a 
problem in subtraction. We have to 
make way for the defense program, 
and I think it is to the credit of the 
automobile industry that it has recog- 
nized that problem in the last few 
days by undertaking to cut the output 
of cars by twenty per cent. for the suc- 
ceeding season and, also, in the pro- 
posal that the model change shall be 
eliminated in 1942. That is making 
way for the defense program. 
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INFLATIONARY RESULTS NOT 
SERIOUS THUS FAR 


We have found that the problem 
is no longer one of addition; that plan 
is breaking down. Now, I think one 
should add at the same time that the 
inflationary results up to this point 
have not been serious. The cost of liv- 
ing is up, perhaps, two per cent. There 
is nothing very disastrous about that. I 
expect it is going up further as some of 
these agricultural prices come through 
into the finished article. 

There is some advantage in financing 
an effort of this sort with a psychology 
of being on the up and up, instead of 
dragging on the ground. There is a 
certain amount of rebound from the 
low point where we were. We were 
too low in some prices. We may have 
been too low, even, in some wages— 
not very many of them, I guess. You 
cannot paint this thing all black and 
white. There is some advantage in a 
psychology of having things moving. 
So, I think we should not be too wor- 
ried about where we have gone so far. 
We have some of the signs of infla- 
tion, yes, but we should not be wor- 
ried too much about it as yet. Our 
problem is, where is the trend going, 
and if we look to past experience we 
find that this fits the picture of the 
trend when you are moving into a 
very rapid increase in prices, and an 
inflationary period. This is one of the 
points where time is of the essence, 
and if we deal with the thing now we 
may avoid some of the greatest difh- 
culties. 

We have to indulge in some forms 
of restraint. We have got to put our 
house in order, and subordinate some 
of the things that do not have to be 
done, in order to do the things that 
must be done, and we all agree must 
be done. 


THREE LINES OF ACTION 


For the sake of classification, I 
should like to suggest that there seem 
to me three different kinds of action 
that you can take in a situation of this 
sort to get it under decent control. The 
first I would call “direct action,” deal- 
ing directly with prices and priority— 


going right at the industrial situation 
and dealing with it there. The second 
is fiscal policies, and the third is credit 
control. You can attach a Washing- 
ton name to each one of these, if you 
want to. As to the direct action pol- 
icies you can think of Henderson and 
Nelson, the men who are responsible 
for some of those policies. Of course, 
it has also been a matter of cooperation 
in the community. 

Direct action is dealing with bottle- 
necks, saying who will have the nickel 
if there is not enough nickel; who will 
have the zinc if there is not enough 
zinc, and dealing with prices. How 
high will steel scrap be allowed to go; 
the putting of ceilings on prices; those 
things have to be done. 

There is no way we can deal with 
this situation without having some in- 
telligent fellows sitting there, dealing 
with them and trying to put in pri- 
orities. I do want to suggest that there 
are grave difficulties in the problem. I 
do not know why I should suggest it 
to you, because you have been experi- 
encing just that problem, and you know 
the difficulties even better than I do. 
You know when you start giving pri- 
orities you hold it down in one spot, 
and it breaks out in another. When you 
come to the terrific demand for the ma- 
terials you have now, and you assign 
the priority to this fellow, you find 
some fellow over here is holding up 
the goods. 


Wuat Is A DEFENSE ORDER? 


Then you run into the question of 
what is and what is not a defense order, 
as, for example, in the Bausch & Lomb 
plant where one might ask “Are spec- 
tacle lenses defense orders, or are they 
not ?” They are worn in part by defense 
workers. What do you do about pri- 
orities on things like that? 

Those of you who work on it know 
it is a morass if you try to deal with 
this whole question by control. When 
you start putting priorities in effect 
you either fail in the effort, or else 
you run the risk of coming out with a 
completely regimented economy like 
Germany's, where you ration every- 
thing. 

I sat during the last war, in the meet- 
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ings of the Priorities Committee, and 
it was a hopeless thing to try to decide 
some of those cases. They finally ended 
up by rating so many things as A-1 
that they hardly had priorities any 
more. It is a tough job, but it has to 
be done, and has to be done just as well 
as possible. There is a great deal of 
confusion about it already, and some 
contradiction, too. I am not sure I 
quite understand why it should be de- 
sirable to put up the prices on farm 
products, and put down the prices on 
iron and steel. I have not quite been 
able to get that through my head as yet, 
and I have not quite been able to 
understand just why we should not put 
something of a roof on wages, but 
there must be some things about that 
that the ordinary fellow cannot under- 
stand. (Laughter and applause.) 


FIscAL PoLiciEs HEART OF PROBLEM 


But, after all, in dealing with this di- 
rect action, with priorities and price- 
fixing, you are dealing with the outward 
evidences of something that is working 
up from the bottom, and you have to 
deal with that before you are going 
to be able to deal with the whole situa- 
tion, and I think the basic core of all 
this thing is the fiscal policies which we 
adopt as a country. 

The problem, remember, lies in this 
tremendous volume of buying power 
poured out over the country. It is 
getting into action, and is going to buy 
things. It is only just started. We 
must take back and restrain some of 
that buying power, or we are going to 
have the inflationary movement. 

One of the first ways of restraining 
buying power is to reduce non-defense 
spending. I was delighted to see that 
the Secretary of the Treasury, when he 
appeared before the Congress, said that 
they should not appropriate four hun- 
dred million more dollars for agricul- 
ture. He is the first fellow in the gov- 
ernment who stood up to be counted 
on that, and the Senate has already 
passed the bill. It does not make any 
sense in the kind of endeavor we are 
in now. 

Public works. Why should we be 
spending money on public works when 
we need the materials, and we need 
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the labor, for defense? And, yet, there 
have been suggestions of some brand 
new public works undertakings, and 
there has been no suggestion of the 
withdrawal of those already under- 
taken. We are building a tube under 
the East River in New York, just start- 
ing to build it. I do not see why that 
cannot wait. As a matter of fact we 
need some of those things, to have 
them saved up for after the war, so 
we can use them to take up what slack 
there is. 


Is FURTHER ECONOMIC STIMULATION 
NEEDED ? 


One might also well raise the ques- 
tion whether we need to do now some 
of the things we have been doing to 
stimulate the economic situation. I 
am thinking, for example, of the Fed- 
eral Housing Administration, and its 
guarantee of mortgages. I am not sure 
that ought to be continued now in just 
the same form as it has been. It might 
be continued for housing that is neces- 
sary for defense, but why not limit it 
to that and save the rest of the building 
for the time when we need it more? 
There could very well be a decrease in 
the expenditures of the national gov- 
ernment, the state governments, and 
the city governments, as well. So much 
for that point. 

Second, taxation. What should be 
done about that? Well, there we have 
a definite program that is presented to 
us by the Treasury. They estimate that 
the expenditure for the next fiscal year 
will be $19,000,000,000 compared 
with thirteen or fourteen this year, and 
the Treasury proposes that two-thirds 
of that shall be met by taxation. That 
compares with one-third, or even less, 
in 1918-19. The program was to be a 
third, and it did not actually come up 
to that. I think that is a courageous 
program; I think it is a sound program. 
It is one of the surest ways of keeping 
this buying power from running amok. 
But it is going to hurt a good deal. It 
means increasing taxes by three and 
one-half billion dollars. 

Have you stopped to figure out what 
that means on income taxes? A group 
of us sat down the other night and 
tried to figure it out. In the income 
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group from, say, sixteen thousand to 
eighteen thousand dollars, it means 
that the top surtax might be increased 
from some twenty-three or twenty-four 
per cent. to, perhaps, forty-four per 
cent. Of course, it is far short of what 
they are doing in Canada. There a fel- 
low with a twenty thousand dollar in- 
come pays seven thousand dollars of 
taxes, and in Great Britain they are 
paying a good deal more than that. 
But I suspect if we are going to do 
this job, and do it in a way that is 
going to land us with an orderly eco- 
nomic system, we have got to face up to 
some such sort of tax bill. 


SUGGESTS Gross INCOME TAX 


Taxes of that sort have a tremendous 
repercussion on your whole economic 
system, and instead of just following 
the old channel, we need to think 
very carefully whether we cannot find 
some new channels for the taxes. If 
you are to bring that money back from 
where the new income is going, that 
means spreading the taxes over a wide 
coverage. That means, I think, the 
consideration of some such tax as the 
two per cent. gross income tax, as they 
have in Canada, that hits everybody; 
two per cent. on all income paid out. 
Or, perhaps, a sales tax of some sort. 
One word of warning; never call a 
tax a ‘‘sales tax’ —it has gotten to be 
a bad name. Call it a “selective excise 
tax,”” and then select most everything 
for excise. (Laughter.) 

But, I think the main point is that 
we need a tax that will bring about 
coverage, that will find the money 
where the money is now being poured 
out. That thing has its dangers. It is 
not a one-way street. If you begin to 
tax wages, you get more demand for 
increased wages; if you put in a sales 
tax, you begin to force up the prices 
of the things that you tax. So, you 
will have to be careful in doing it, or 
you will bring out just the result you 
are trying to avoid, that is, an increase 
in prices which is of an inflationary 
variety. 

Another point, also, with respect to 
corporate taxes that, I think, needs a 
good deal of thinking about; during 
the years of the depression the corpora- 
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tions of this country ran about ten bil- 
lion dollars in the red on their net 
operating income. The big ones have 
fat. There are a lot of others who do 
not have enough fat, and we are run- 
ning into a period of grave risks, with 
uncertainty of operations. You are ex- 
panding, and you do not know how 
you are going to liquidate when you 
get through. This ought to be a time 
when the corporations of the country 
put some fat on their bones. I notice 
they have recognized that in England 
in their tax plan. They did have a one 
hundred per cent. excess profits tax; 
they are now allowing a corporation to 
buy some twenty per cent. of that in 
the form of bonds which are redeem- 
able after the war. It is at least a 
minor recognition of that situation, 
and I think we need a major recogni- 
tion of just that. So much for the tax 
program. The main point is that we 
must face up to a good stout tax pro- 
gram to avoid trouble. 

The third point is borrowing. What 
kind of borrowing is the Treasury go- 
ing to do? Is it going to go to the 
banks and get the money there, or is 
it going to try to go to the investor ? 
If you follow through the two points 
I have made heretofore, the points 
about reducing spending somewhat, 
and following the tax program such as 
that which the Secretary of the Treas- 
ury suggested, it brings you out next 
year with a paltry deficit, for raising 
the money through bond sales, of 
about six and one-half billion dollars, 
which compares with five billion dol- 
lars this year, and we have just taken 
that five billion in our stride. So, it 
brings it down to what we call in our 
large figures a manageable problem. 


To OFFER SAVINGS BONDS 


Well, now, the Treasury has sug- 
gested certain means for getting a part 
of that through a series of special sav- 
ings bonds. You are familiar with the 
announcements; the bankers here are, 
anyway. 

I want to tell you that that program 
was worked out after a very careful 
consultation with groups of bankers, 
and I believe it is a sound program. 
It provides for individual investors a 
discount bond that allows 2.91 per 
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cent. which, these days, is a very high 
rate of interest, and another series of 
twelve-year bonds, which you can buy 
in larger amounts that give you a two 
and one-half per cent. income, and 
who would want more than that? 
(Laughter.) You cannot really do bet- 
ter in anything else. At any rate, I 
know that our people in the bank feel 
it is a good program, and will bring in 
a very substantial amount of money. 
The banks of the country are prepared 
to support it to the full. And, inci- 
dentally, we are going to do the work 
without reimbursement, as part of our 
contribution to the defense program. 

Business corporations can help in 
that program. Some of them are al- 
ready doing it by arrangements with 
their employees for the purchase of 
these savings bonds. 

So much for fiscal policy which 
seems to me the core of this whole 
proposition. 

We have another proposal, and that 
is for some form of credit control. 
Those of you who have studied the 
figures for the World War I, as it is 
euphoniously called, know that then 
we had a very severe credit inflation. 
Bank credit went up and added to the 
inflationary movement. 

The Federal Reserve System, acting 
for once with unity—all three elements 
of the Reserve System, the Federal Ad- 
visory Council, the Federal Reserve 
Board, and the Federal Reserve Banks 
—all three got together on a program. 
The program had three points; the first 
was to repeal the inflationary legisla- 
tion for devaluing gold, and green- 
backs, and that sort of thing; the sec- 
ond was to deal with gold, to sterilize 
all incoming gold; the third was an 
increase in the powers of the Federal 
Reserve System, to deal with excess re- 
serves. 


RESERVE SYSTEM’S PROGRAM 
DISREGARDED 


It was a carefully worked out pro- 
gram. Nobody paid much attention to 
it. Were they wrong, or was the Sys- 
tem wrong in making the suggestion ? 
Well, I suppose the reason that people 
did not greet it with open arms, aside 
from the political reason that govern- 
ments like easy money, was that nobody 


was stimulating credit inflation; no- 
body was rushing into the bank and 
borrowing money on securities. We 
wish they would borrow a little more. 
There is no sign of people rushing in 
and borrowing for commercial loans 
to any great extent. A bank credit 
inflation just did not seem in the wood, 
so people were not very much bothered 
about it. But I think the people in 
the Reserve System were: right in giv- 
ing thought to it, because these things 
are a matter of public psychology. 
When this thing starts rolling it may 
roll pretty fast, and it is just as well 
to be prepared ahead of time with the 
things that you want to do, just as the 
Germans are prepared ahead of time. 

Times change. Psychology changes. 
I am happy to feel that the Reserve 
System has this program ready to go 
when the time comes when it fits into 
the picture, and that may come sooner 
than some of us think. After all, we 
have been doing things through our 
credit system in this country that no- 
body else has tried before. We have 
devalued the dollar; we have increased 
our gold supply so that it is a fabu- 
lous figure; the banks have excess re- 
serves of six billion dollars, just loose 
money lying around; the deposits of 
the banks are terrific figures. It is 
all the material for a first-class credit 
inflation, and the only reason we have 
not had it is that everybody has been 
kicked around so they are afraid to 
borrow, afraid to use the money. 
(Laughter.) The fact is that psychology 
changes. Some day, if an expansion 
is thrown into that situation, things 
will start moving, and then you need a 
program to deal with it, and the Fed- 
eral Reserve program is there available 
for that purpose. 


Jos To BE DONE IN THREE AREAS 


I have talked about three areas 
where we need to do a lot of think- 
ing to get ready to deal with this situ- 
ation in a decent and an orderly way. 
One of them is the problem of direct 
action. I wish I had been here this 
morning to hear what Dr. Taggart had 
to say about it at the Controllers Con- 
ference, because he is working on just 
that. That has to be done. It is hard to 








do it effectively. It does not deal with 
the source of the movement. 

Fiscal policies. We have to deal 
with that. We have to cut non-defense 
spending; we have to have a stout tax 
program that is going to be very un- 
popular; we have to borrow in the right 
sort of way with an appeal to investors 
instead of borrowing from the banks. 

Credit control is not a pressing prob- 
lem now, but it may be at any time. 
In these three areas a job has to be 
done. 

Now, that does not sound compli- 
cated. The principles are perfectly 
clear. All students of the subject are 
agreed about it. They knew about it 
in previous wars. Why was it that in 
every case of this sort in the past we 
always had inflation ? It is not that they 
did not understand the thing. The Jiffi- 
culty is that the things I have been talk- 
ing about are hard things to do. Politi- 
cally it is not popular to keep prices 
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down, particularly farm prices. It is not 
popular to keep wages from spiraling 
upward. It is not popular to do some 
of this tough taxing. Even we do not 
like it. This country must now do 
things that are hard; for a number of 
years past we have taken the easy way. 
We have been doing the easy things. 
It is not going to be an easy job to keep 
our economy in order for the next year 
or two. It is really one of the tests of 
a democracy: Can a democracy see 
trouble far enough in advance, or must 
it wait until it is overwhelmed by it 
before it deals with it? 

This whole problem is really just 
part of a broader problem. Back in 
the bottom of your minds, while I have 
been talking, all of you have been 
thinking, I am sure, about the relations 
of business and banks to the govern- 
ment. The thing we are all worried 
about is the trend toward concentra- 
tion of power in the government, the 


Simple Headings for Balance 


In the magazine “Kodak,” published 
by Eastman Kodak Company, appears 
a specially prepared balance sheet, 
drawn up for quick and easy reading 
by the employees of the company. The 
descriptions of the various headings 
are interesting. They are reproduced 
here, without the figures: 


ASSETS 

Cash: Needed to pay for raw ma- 
terials; manufacturing facilities; heat 
and light ; building maintenance; to pay 
wages and salaries and employee bene- 
fits; and to meet many other expenses. 

Marketable Bonds and Stocks: In- 
vestments of funds not immediately 
needed by the Company, but which are 
readily available. 

Accounts and Bills Receivable : Money 
owed to the Company for goods which 
have been sold but are not yet paid for. 

Inventories: Raw materials and sup- 
plies on hand, goods in production, 
and finished goods not yet sold. 

Investments in Subsidiary Com panies 
and Branches: This includes money 
invested in companies in the British 
Isles, Continental Europe, Africa, Asia, 
and Australasia, together with ad- 
vances to them. 


Other Investments and Advances: 
This includes advances to customers 
which are not due until after 1941; 
funds advanced and invested in the 
Kodak Employees’ Association and in 
employees’ home projects; and market- 
able securities which the law obliges 
us to deposit with the workmen’s com- 
pensation commissions. 

Land, Buildings, Plant, and Machin- 
ery: The Company’s investment in the 
buildings we work in. Buildings and 
equipment wear out and provision 
must be made during their useful life 
for their eventual replacement. After 
deducting the amount of this provision, 
the value of our land, buildings, and 
equipment is the figure shown. 

Deferred Charges to Future Opera- 
tions: Prepaid insurance, prepaid taxes, 
and the like. Since this item represents 
things paid for but not yet used, it is 
an asset. 


LIABILITIES 
Accounts Payable: This item shows 
what the Company owes for materials, 
supplies, power, heat and light, and 
other expenses. 
Wage Dividend: This amount was 
set aside from 1940 earnings for pay- 
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trend toward totalitarianism. We know 
it has been going on; we are, all of us, 
afraid that we are going to be engulfed 
by it. Here is a critical point. If we 
let these forces run away with us the 
way they did in World War I, we can 
be sure we shall get some more to- 
talitarian controls. If, on the other 
hand, we have a public opinion that 
will deal with the thing ahead of time, 
then we run a chance of coming 
through this period with an orderly 
economy. There is nothing too diffi- 
cult about it. We do not have to have 
inflation; it can be stopped, but it 
takes a public opinion that will insist 
on stopping it. I believe there is some 
ground for hope, because I believe 
there is more understanding of these 
matters among the public today than 
there has been, and I believe that pub- 
lic opinion is forcing its weight on the 
country as it seldom has before. (Ap- 
plause.) 


Sheet Items 


ment to employees on March 24, 1941. 

Provision for Taxes: Set aside on the 
books to pay federal, state, and local taxes 
which were unpaid at the end of year. 

Dividends Payable: Money due to 
the 42,191 stockholders of the Com- 
pany and paid on January 2, 1941, in 
return for the use of the money they 
have invested in the Company. 

Reserves: Set aside on the books over 
a period of years as a protection against 
losses which cannot be foreseen. Work- 
men’s compensation and various in- 
surance reserves are included. 

Capital Stock and Paid-in Surplus: 
Representing the original investments 
made by the stockholders to provide the 
buildings, equipment, and working cap- 
ital which make our jobs possible. 

Earned Surplus: This item is not a 
specific sum set aside in a bank but 
represents assets which keep the busi- 
ness going: buildings, machinery, oper- 
ating funds, and so on. It has been 
derived from the investments made by 
stockholders and it represents a por- 
tion of past years’ profits that has been 
retained in the Company to provide 
for manufacturing and operating facil- 
ities. This policy of building a surplus 
has made expansion possible. 








Why Government Is So Slow in Issuing 
Non-Reimbursement Certificates 


I looked over the rather broad 
range of topics that were suggested, 
both in the program and in the list 
of questions, and I readily recognized 
my inability to cover them all or to 
cover them thoroughly, or maybe 
with the detail or explicitness that 
you would like. 

However, among the subjects I did 
find the one with respect to amortiza- 
tion and non-reimbursement certifi- 
cates and the delay involved in the 
issuance thereof and, of course, the 
necessity of government protection 
certificates which are also required in 
various cases arising under Section 
124 of the Internal Revenue Code, 
and before I get into the detail of the 
topic to which I should like to ad- 
dress my remarks, I apologize for 
maybe trespassing on the tax fea- 
tures, because I know you had those 
thoroughly and ably covered this 
morning by our predecessors. 

However, it is, as you all know, a 
very large subject, and in that con- 
nection those of you who are in- 
terested in a detailed study may find 
it to advantage to write to the Office 
of Emergency Management in Wash- 
ington for a copy of the manuscript 
put out by David Ginzberg, who is 
legal adviser of the Price Stabiliza- 
tion Division of the OEM. I think 
this was made available only last 
week. It is quite a detailed history 
of the problems arising and also of 
the view which at least some of the 
members of the Advisory Commission 
are taking with respect to the mean- 
ing of Section 124 (i). 

Now, initially, you gentlemen all 
know that the statute was enacted 
in the Second Revenue Act of 1940. 
You will remember that 124 (i) had 
a title, ‘Protection of the United 
States,” to the effect that 


“if the taxpayer has been or will be 
reimbursed by the United States for 
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all or part of the cost of any emer- 
gency facility pursuant to any con- 
tract with the United States, either 
(1) directly, by a provision therein 
dealing with such reimbursement, or, 
(2) indirectly, because the price paid 
by the United States (in so far as 
return of the cost of the facility is 
used as a factor in the fixing of such 
price) is recognized by the contract as 
including wear and tear, a return of 
cost greater than the normal exhaus- 
tion, no amortization” 


shall be allowed unless the War and 
Navy Department, as the case may 
be, and the Advisory Commission 
certify to the Commissioner of In- 
ternal Revenue that such contract 
adequately protects the United States 
with reference to the future use and 
disposition of such emergency facil- 
ity. 


Must SECURE CERTIFICATES 


Then provision is made that if a 
certificate either of government pro- 
tection as to facilities or non-reim- 
bursement as to supply contracts is 


issued, they shall be conclusive, and 
of course that makes it desirable and 
important for taxpayers to secure in 
the proper cases such certificates. 

Presumably before you get into 
the question of non-reimbursement 
or government protection certificate, 
as the case may be, if you have an 
emergency facility or one that is nec- 
essary in the interest of national de- 
fense within the meaning of 124 (i), 
you should apply for the necessity 
certificate. A great many of those cer- 
tificates have been applied for and 
given, by both the War and Navy 
Departments, always joined in by the 
Advisory Commission. 

But after the issuance of the neces- 
sity certificate, comes the question of 
non-reimbursement. If it is an emer- 
gency facility with what we call the 
EPF contract, then there comes the 
question of the government protec- 
tion certificate for those particular 
facilities. 

There was a time limit originally 
in 124 (i) in which you could apply 
for the government protection cer- 
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tificate or the non-reimbursement cer- 
tificate as to supply contracts. You 
were supposed to apply within a 
period of ninety days after the date 
of the acquisition of the facilities or 
making of the contract, or 120 days 
after the passage of the Revenue Act 
of 1940, which was roughly February 
5, 1941. 

Well, many taxpayers did not file 
until late December and early Janu- 
ary, so the government found it 
needed time to pass on these certifi- 
cates; that is, the War Department 
or the Navy Department and the Ad- 
visory Commission, as the case may 
be. So you will remember that 124 (i) 
was amended by an act which was 
approved January 31, 1941, which 
instead of putting a time limit on the 
issuance of the certificates, as the 
earlier law, Section 124 of the Code, 
did, a time limit was placed on the 
filing of the application, which is, I 
think, a distinct advantage to tax- 
payers. But it was needed by the de- 
partments in making the test of what 
constitutes non-reimbursement un- 
der these clauses (1) and (2), set 
out above from Section 124, as wit- 
nessed by the fact that few non-re- 
imbursements certificates have been 
issued to date, and I think it is un- 
certain how soon the procedure for 
their issuance will be definitely 
geared up and established in such a 
way that they can clear promptly, of 
which I hope to speak a little more 
fully later. 


May Lose CERTAINTY WHICH 
Was PROMISED 


It is interesting to me as a lawyer 
analyzing 124 (i) to notice that 
neither the House nor the Senate 
Committee reports, which explain the 
procedural changes made in 124 (i) 
in connection with the bill which was 
approved January 31, 1941, indicate 
any departure from the original 
stated object of the amortization pro- 
vision, which was that it was going 
to enable the taxpayer to take cur- 
rently amortization against the facili- 
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ties constructed for use in defense 
during the period in which those 
facilities were engaged in war work, 
rather than leave it to the end of the 
war, as did our 1918 Act, to be de- 
termined by appraisals or sales, or 
value in use. 

If they make the non-reimburse- 
ment procedure too difficult and de- 
lay moving up on the issuance of 
those certificates, or of government 
protection, as the case in a particu- 
lar situation may warrant, it seems to 
me, that we may lose that certainty 
which taxpayers were promised and 
thought they were getting when the 
provision was proposed by Congress, 
and when the White House ap- 
proved the Advisory Commission's 
draft of the bill with a press release 
on July 10, 1940. 

The bill which was cleared at that 
time had none of these requirements 
about certificates of government pro- 
tection or non-reimbursement. Speak- 
ing legislatively, they came in later 
when Treasury and other officials in 
the House particularly seemed to 
think it was important as a part of 
the national policy that no undue 
profits be made out of war work and 
that there be curbs set up and limita- 
tions or restrictions, as you will, to 
see that excessive amortization and 
excessive prices were not granted 
through supply contracts. Those lim- 
itations were severe as they came into 
the House bill, which was passed in 
July or August—late August, 1940, 
I think it was—(i), (j), (k) in the 
House Bill, and they provided that 
the taxpayers could not alter or de- 
stroy these emergency facilities with- 
out the permission of the Secretary of 
War or Navy, as the case may be. If 
they did do that, then there was im- 
posed a penalty equal to the unad- 
justed tax cost basis of such facilities. 

The Advisory Commission, who 
were entering into the problem of 
national defense and trying to gear 
up the machinery of production, 
felt that those provisions in the 
House bill were unduly harsh, and 
Messrs. Biggers and Henderson and, 
I believe, Donald Nelson, among 
others, went up before the Senate Fi- 
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nance Committee and asked that the 
House provisions be changed; and 
the Senate did write a modified pro- 
vision in section 124 (i). 


CONFEREES REWORDED SENATE'S 
VERSION 


It is interesting to note, too, while 
you are studying the question of 
non-reimbursement that the Senate 
provision on 124 (i), after these ap- 
pearances by the Advisory Commis- 
sion officials, was not as severe but 
did seem to provide a general test of 
whether or not there was reimburse- 
ment, direct or indirect. I think the 
words “directly” and “indirectly” 
were right in that provision. When 
they got into conference they re- 
worded the Senate provision and the 
House and Senate conferees agreed 
on the form that appeared in 124 (i), 
Second Revenue Act of 1940. 

I think that there is some signifi- 
cance to us men who are interested in 
amortization problems and the secur- 
ing of the proper certificates in that 
change in language. That leads us to 
the question of the construction 
which should be given to Section 
124 (i). That is, those words on re- 
imbursement, through any contract 
directly or indirectly. 

I may be telling you gentlemen a 
good many things you know and if 
so, stop me—but there is some his- 
tory to the effect that the Army and, 
I think, the Navy both established 
what we call certification units. They 
have different names. One of them 
is called the Supervisory Certifica- 
tion Unit in the Navy Department 
and the Tax Amortization Certificate 
Section in the War Department. 
They set up a group of men—some 
were lawyers, some were account- 
ants—to administer this section. 
They deal with the necessity certifi- 
cates, which do not present a great 
problem, and they are checked, of 
course not only by the experts in the 
War and Navy Department, prob- 
ably with reports from the contract- 
ing officer, but also before they are 
cleared by the Undersecretary of 
War, if it is a War Department con- 
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tract, or Navy if it is a Navy De- 
partment contract. With the ap- 
proval of these technical units they 
go over to the Advisory Commission 
to the Council of National Defense, 
and if you get your necessity certifi- 
cate that way, well and good. 

A great many people also applied 
for Non-Reimbursement Certificates, 
because they had supply contracts with 
the United States. They wanted to es- 
tablish as a fact, in order to get the 
benefit of the conclusive presump- 
tion, statute 124 (i), that there was no 
reimbursement in their supply con- 
tracts and that they did not have 
reimbursement in any way whatso- 
ever of the cost of any emergency 
facility. 

QuiTE AN ADMINISTRATIVE PROBLEM 


You can read 124 (i), and you 
gentlemen will remember there, 
speaking about the first provision, 
whether or not there is reimburse- 
ment directly—well, it is pretty easy 
because if the contract says you have 
it, of course, you cannot get a non- 
reimbursement certificate. Then you 
probably need a government protec- 
tion certificate. But when you come 
to the “indirectly” part, I think, 
frankly, it is becoming quite an ad- 
ministrative problem, as I see it, with 
the War and Navy Departments and 
the Advisory Commission. The sec- 
tion says, ““. . . indirectly because the 
price paid by the United States (in so 
far as return of cost of the facilities 
used as a factor in the fixing of such 
price) is recognized by the contract.” 
Well, I remember I think seeing that 
provision when it came in late Sep- 
tember. I had been following the 
amortization provision. I asked one 
of the draftsmen what that meant— 
that is, the phrase “recognized by the 
contract.” That is a very noticeable 
change in language from 124 (i) as 
the Senate had rewritten it. “Directly 
or indirectly” made it sort of a fact 
test—look under the sink; but make 
sure there is non-reimbursement be- 
fore you issue the certificate. 


A WoRKABLE CONSTRUCTION 


The conferees departed from that 
broad concept and we—some of us 
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who asked questions at that time— 
thought that the phrase “recognized 
the contract’ meant something quite 
definite in the contract that would 
indicate that the negotiating officer 
had some indirect provision in there 
about reimbursement; at least the 
parties who negotiated the contract 
ought to know that and should have 
recited in that contract whether or 
not there was reimbursement, as a 
matter of fact. You can call that the 
literal view, the literal construction 
of 124 (i). Such a construction would 
be workable. Procedurally, it is sim- 
ple and definite, and it would be 
somewhat consistent with what the 
Advisory Commission and Donald 
Nelson told the Senate Committee 
in connection with that—that they 
were attempting to so coordinate the 
prices under these supply contracts 
so that there would not be excess 
profits. 

However, that view was early con- 
sidered by the technical men attempt- 
ing to apply this section, and I think 
it has been discarded. There are cer- 
tain people who feel that that is not 
broad enough, does not comply with 
the test prescribed by the language 
with respect to non-reimbursement 
under Section 124 (i) of the code. So 
we can say probably that the literal 
view has been abandoned, or is not 
being now used. The Board or 
Courts may later adopt it. 

There is also an opinion by the 
Judge Advocate General of the War 
Department to the effect that that 
test alone is not sufficient, so that al- 
though it would be simple—it would 
be direct and procedurally it would 
expedite action on non-reimburse- 
ment applications—it seems it does 
not satisfy the officials who have to 
administer it. 

The intent of the parties was the 
second position or test, and that was, 
you look at any of these supply con- 
tracts, look at the intent of the nego- 
tiating officer for the government 
and the representatives of the tax- 
payer who actually entered into the 
contract. They will know in their 
cost estimates and in the price checks 
that they made, whether or not that 


contract did actually intend to give 
the taxpayer reimbursement. If it 
did, you would not get a certificate 
under that theory. The theory is that 
after an application is filed with 
either the War or Navy Department, 
this technical unit will send a copy 
of your application to the contract- 
ing officer, and will get a report from 
him. 


Is PRICE FAIR AND REASONABLE ? 


They also are considering using 
the services of experts as to whether 
or not the price is fair and reason- 
able, as checked with other prices, 
to ascertain that it does not contain 
reimbursement beyond normal wear 
and tear, which the statute allows, 
and if you get clearance through 
them, then it goes to the Advisory 
Commission under the present, ten- 
tatively at least, considered proced- 
ure, where their experts also check. 
The Advisory Commission have an 
Emergency Plant Facility Commit- 
tee. There are seven members of the 
Advisory Commission and each mem- 
ber has designated one member of 
his staff—some of them have alter- 
nates—to sit on this Emergency 
Plant Facility Committee, which 
passes on all applications. They have 
available to them, of course, the re- 
ports of the Army and Navy techni- 
cal units, but they also have their 
own staff of experts and they make a 
check on the applications. If you 
satisfy them that as a matter of fact 
there is not reimbursement directly 
or indirectly in the contract, you 
presumably get your non-reimburse- 
ment certificate. 

If they find there is an element of 
non-reimbursement, then probably 
the taxpayer will be advised of that 
and he will have a chance to have 
his application for non-reimburse- 
ment considered to the extent neces- 
sary aS a government protection 
certificate. You may remember that 
the Navy Department on February 
3, 1941, issued a mimeographed 
notice to the effect that any appli- 
cation for non-reimbursement or 
government protection would be 
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considered as an application for the 
other kind of certificate if the facts 
on later consideration and action by 
the Departments warranted that, so 
that at least they have promulgated 
that as a rule of procedure and that 
notice may be of substantial help 
later to applicants for either of such 
certificates. 

There was a third method of con- 
struction considered in section 124 (i) 
—the non-reimbursement provisions— 
but I think it has been abandoned. 
That was, you take the actual test of 
profit under the contract. You wait 
until the supply contract is per- 
formed and the War Department or 
Navy Department auditors actually 
check your cost accounting records, 
with which you controllers are much 
more familiar than I am as an at- 
torney, and they see from that check 
whether or not you have had reim- 
bursement under the contract. If you 
have, then again you would not be 
cleared and you might find you would 
have to switch over and ask that it 
be considered as government pro- 
tection in part at least, and if you 
get it cleared that way you might get 
non-reimbursement on the balance. 


LosE BENEFITS OF AMORTIZATION 
DEDUCTION 


The harsh thing about this whole 
question is that under the statute if 
there is reimbursement of part of the 
cost of any facility you lose, begin- 
ning the month after the day that 
particular contract is made, all bene- 
fits of amortization deduction. Well, 
there are no degrees of sin. You 
might have sinned only five per cent. 
on reimbursement but you are out 
thereafter for your remaining de- 
duction on the cost on an emergency 
facility. But the practical out, as I 
see it, is you then ask for a govern- 
ment protection certificate to the ex- 
tent necessary and get non-reim- 
bursement on the balance of your 
supply contract. 

Suppose you have facilities cost- 
ing $500,000, and you had a neces- 
sity certificate already issued, and 
you used those in performance of a 
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supply contract with the United 
States, as this section says, and it 
does not have to be Army or Navy 
Department; it might be the Coast 
Guard or any agency of the United 
States, Civil Aeronautics Authority, 
or any one of the many governmental 
agencies. 

Say you sold them $100,000 worth 
of your product and in your cost 
estimates maybe you put—it is un- 
derstood that some contractors early 
in June and July maybe did get re- 
imbursement in part—suppose you 
put in your price there $20,000 of 
the cost of your facilities above 
normal wear and tear. If you did, you 
had better get a new contract to 
cover the $20,000 and secure gov- 
ernment protection as to that; then 
you should secure clearance and non- 
reimbursement on the balance, since 
as to it there is no reimbursement. 

That is the practical angle for all 
controllers or parties interested in 
this problem of the point at which 
government protection starts and 
where non-reimbursement comes in, 
or how the one supplements the 
other. 

I may say also that I think the 
Bureau at one time gave considera- 
tion to the problem of whether or 
not you had to get clearance on all 
supply contracts, and I think it can 
be argued that Congress in 124 (i) 
did not intend that you had to clear 
all supply contracts; that they were 
talking about defense contracts, 
emergency facilities related to that, or 
supplies related to defense, and that 
would have placed much less of a 
burden of proof and follow-up and 
negotiation on the part of the tax- 
payer, and it would have cost much 
less to the government for adminis- 
tration. 


ATTEMPT To SIMPLIFY FAILED 


The Bureau of Internal Revenue 
in one case, to my knowledge, first 
indicated that it would give a ruling 
on that question, and the more it 
thought about it the less inclined it 
was to give a ruling. It was suggested 
that that was a problem which Con- 
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gress had dumped into the laps of 
the War and Navy Departments and 
the Advisory Commission, so that 
the attempt to simplify this whole 
procedure and problem did not bring 
any results. I believe that at the 
moment what the Army and Navy 
units and the Advisory Commission 
are considering is that they will, on 
this whole non-reimbursement prob- 
lem actually adopt the “intent of the 
parties” test and the actual fact test, 
with practical variations, as a case 
may warrant. 

Where there is a competitive bid 
contract and they consider the prices 
are reasonable and fair they will 
probably consider that as a prima 
facie showing, if the amount involved 
is not too large. If it is a negotiated 
contract, they will probably look at 
the reports uf the contracting officers 
and might ask the officers of the tax- 
payer for affidavits, or for a showing 
as to costs, estimates, and the like. 

You may remember that last De- 
cember, January, and February, the 
Navy tried the practice of using what 
they called “inducement” affidavits. 
If you filed applications and did not 
make a showing that there was no 
reimbursement, they would send you 
an affidavit and ask you to sign it. 
But that has not turned out to be 
satisfactory. The Navy was very 
much in hopes of using it but appar- 
ently the War Department did not 
go along; their group did not con- 
strue it that way. 


SEVERAL Groups To CHECK ON 
REIMBURSEMENT 


It is probably fair to assume that 
the Advisory Commission people 
who were passing on it, as well as 
the Treasury Department officials, 
did not agree with that construc- 
tion, and I think that taxpayers must 
assume that the War and Navy De- 
partments and the Advisory Com- 
mission and any technical group set 
up to administer applications under 
section 124 (i) are going to check 
into non-reimbursement certificates 
or government protection as allied 

(Please turn to page 203) 








Next Steps in Providing Security 


Time obscures many things. Already 
it seems to have obscured some of the 
major reasons why this country, in 
1935, enacted a Social Security Act. 
Six years, particularly if they be in- 
creasingly prosperous years, is sufh- 
cient to rid our minds of unpleasant 
reasons for steps which we took even 
a short time ago. It is easier to forget 
in 1941 that there were, in 1934, 28,- 
000,000 people, including children and 
aged, dependent upon meager emer- 
gency relief or upon relief work for 
their subsistence. But it is necessary to 
recall the origin of our provisions for 
social security in this staggering prob- 
lem of dependency if we are effectively 
to plan the next steps in providing 
security for American men and women. 

Each of these millions of depend- 
ents was without the security afforded 
by adequate, regular wages. Many were 
employable persons who were actively 
and eagerly seeking work in a depressed 
labor market. Many others were par- 
tially or completely unemployable due 
to physical or mental disability, pro- 
longed unemployment, or simply to 
youth or advanced age. Perhaps the 
most dramatic and influential group 
among these people was the aged. More 
than 3,600,000 old men and women 
whose chances of reemployment were 
slim, were included in this total. An 
equally large, or larger, group was 
made up of the sick, the blind, the 
physically handicapped, and the totally 
disabled. Twice this number, a total 
of about 7,500,000 dependents, were 
children under 16 without any source 
of income. The remainder, something 
less than half of the total, were the 
able-bodied, unemployed adults, who 
were stricken only by the economic 
cataclysm, which to a lesser degree 
touched each of us. 

The states and localities were groan- 
ing under this burden. Their tax col- 
lections declined from 1929 to 1934 
by about a billion dollars. During the 
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same period state and local expendi- 
tures for relief increased by some four 
hundred million dollars. 

Roughly, that was the way things 
looked in 1934 and 1935. The pres- 
ent was only less black than the past, 
and the future was gloomy. There they 
were—children, young people, unem- 
ployed workers in the prime of life, 
other adults whose employability was 
doubtful or impossible, some who were 
sick, blind or disabled, the aged and 
the infirm—millions of them, all de- 
pendent. We had long ago decided that 
no one in our society should starve. 
Then we saw how ill-prepared we were 
to fulfill this basic social responsibility. 


CONSTRUCTIVE STEPS FORWARD 


What was it we endeavored to do 
about it? Before the Social Security 
Act was enacted, some steps had al- 
ready been taken. But a permanent, 
comprehensive plan for combatting de- 
pendency was needed. The Social Se- 
curity Act was designed to meet that 
need. Through it an effort was made to 
alleviate existing need among those 
whose ability to provide their own se- 
curity was negligible—dependent chil- 
dren, the needy blind, and the im- 
poverished aged. A substantial part 
of the financial burden of dependency 
was thus shifted from the states and lo- 
calities to the federal government. And 
through the Social Security Act a be- 
ginning was made on the long range 
problem of loss of income caused by 
unemployment, by old age, and later, 
by death, through the establishment of 


two social insurance systems—a fed- 
eral-state system of unemployment com- 
pensation, and a federal system of old 
age insurance, which later became old- 
age and survivors’ insurance. 

Through these social insurances we 
endeavored to establish for the future 
a little better way of meeting this prob- 
lem of dependency than we had had in 
the past. It was better in two respects. 
First, it provided security for those 
unfortunate individuals who can not 
longer earn wages while preserving 
their dignity and self-respect. No 
longer do all those who lose their jobs 
have to become down and out before 
we extend succor. Secondly, it provides 
a more orderly way of meeting the 
costs. Social insurance has been de- 
scribed as ‘‘the orderly budgeting of 
relief costs.’” It is that. Through so- 
cial insurance we made provision for 
combatting dependency before it oc- 
curs in the future. The cost of these 
provisions for the future as well as the 
present are estimated. And then plans 
are simultaneously devised for the 
meeting of these costs as they accrue. 
To do less is not to provide security. 


How THEY HAVE WoRKED 


How has the Social Security Act ac- 
tually worked? Gradually, with eco- 
nomic recovery, the number of persons 
receiving public assistance has de- 
creased. Yet a greater proportion of 
those in need have received assistance 
which more adequately meets their need 
for subsistence. At the end of 1940 
there were more than 2,000,000 old 
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Insurance. 





Amendment of the Social Security Act is believed to have 
been determined on by the administration at Washington. The 
objects of those proposed amendments are set forth in the paper 
by Mr. John J. Corson which is reproduced here. Mr. Corson pre- 
sented this paper at the Eastern Spring Conference of Con- 
trollers at the Waldorf-Astoria Hotel, New York City, on April 


Mr. Corson is director of the Bureau of Old Age and Survivors’ 
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people on the old-age assistance rolls. 
Aid was being given to approximately 
900,000 dependent children, and to 
more than 70,000 needy blind persons. 
About 1,000,000 young people were 
receiving help through the CCC and 
the NYA. There were 1,800,000 on 
WPA, and 1,200,000 were receiving 
general relief. In all, it is estimated 
that there were more than 5,000,000 
households receiving some form of 
public assistance or work relief, and 
that these households comprised more 
than 14,000,000 people. This is a stag- 
gering total. Yet it is only half as 
large as the peak figure of 1934.1 

Your guess as to the number of un- 
employed today is as good as mine. I 
think it is less than any published index 
indicates. Moreover, it will undoubtedly 
be further reduced as defense activities 
and related recovery progress. Yet it is 
time to give up the pleasant vision of 
prosperity as the panacea for all our 
ills. The assumption that prosperous 
times will again provide employment 
for everybody—even for the aged, the 
disabled, the orphaned children, and 
the long-term unemployed—is naive 
indeed. 

“Increasing employment created by 
expenditures for national defense and 
by general economic recovery will not 
‘solve’ the problem of relief.” We 
will soon be approaching the hard core 
of “unemployable persons such as the 
aged, dependent children, physically 
handicapped or disabled, and workers 
whose personal disadvantages in the 
competition for employment are such 
that their chances of obtaining jobs are 
negligible.’ We must face the fact 
that we have here a permanent or at 
least a long-range problem which de- 
mands a long-range approach. 

Despite the current differences of 
opinion there will be few to dispute 
that unemployment compensation has, 
during the years since 1936, provided 
a better solution for the unemployment 
of able-bodied workers than had ex- 
isted before. A nation-wide sytem of 
employment officers has been built to 
find jobs, the first and best type of 


? Source: Social Security Bulletin, February 
1941, Table 9, p. 68-69. 

? Source: Confidential Report of the Na- 
tional Resources Planning Board. 
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security for workers. And contrasting 
views as to experience rating, the ade- 
quacy of benefit payments, the status 
of unemployment reserves, and the 
efficiency of administration can not ob- 
scure the millions of workers who have 
been tided over periods of unemploy- 
ment when wages were not to be had. 


MORE THAN 300,000 ON INSURANCE 
ROLLS 


Discounting my expected over-evalu- 
ation of its success, I think you will 
agree that the old-age and survivors’ 
insurance program has generally been 
accepted as pretty good as far as it 
goes. The early headaches of employer 
reporting have been reduced, and may 
be still further reduced. Benefit in- 
comes have been available to aged 
workers and to the survivors of de- 
ceased workers since January 1, 1940. 
By the end of March, 1941, more than 
300,000 beneficiaries, many of whom 
would otherwise have been dependent, 
were on the insurance rolls. In addi- 
tion it is estimated that approximately 
600,000 aged workers and their wives 
are eligible for benefits when the 
worker is no longer able to work. They 
will not retire so long as employment 
opportunities are as good as they are 
today, for retirement for the average 
worker does not mean a pleasant period 
of leisure during which one can fish, 
read or even travel. Rather it means 
for most persons of low income a pe- 
riod of involuntary unemployment at 
the end of the road. 

Benefit payments are now lower than 
they will be in the future. Periods of 
unemployment—and of employment 
in fields not now covered by this pro- 
gram—automatically depress the work- 
er’s average wages, and consequently 
his, his wife’s, and his survivors’ 
monthly insurance benefits. Yet the 
average for aged retired workers is 
about $23 a month. For retired work- 
ers with aged wives, the total benefits 
awarded per couple average about 
$36.50 a month. The average pay- 
ment to the families—the widow and 
children—of workers who have died 
exceeds $40 a month. These sums are 
not large. Yet they represent basic se- 
curity, freedom from want. Larger in- 
comes in retirement are available to 
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many of these beneficiaries whose 
monthly insurance benefits are sup- 
plemented by savings, insurance an- 
nuities, employer retirement programs, 
and the like. Together these comple- 
mentary provisions for the expected 
rainy day constitute a logical and de- 
sirable pattern of security. 


No PROVISION FOR OWN SECURITY 


Your program implies that while 
congressional leaders and the Social 
Security Board have given no intima- 
tion as to what is planned in the way 
of new legislation, I will describe the 
plans which are under discussion. I 
shall outline those changes in the old- 
age and survivors’ insurance program 
which seem to me to merit adoption. 
But first it seems preferable to con- 
sider such evidences as may exist as 
to the extent to which old-age and 
survivors’ insurance fails to do its part 
in meeting the problem of dependency. 

In day-to-day administration we are 
confronted with a number of tell-tale 
clues. Probably the most frequently 
repeated criticism we meet comes from 
the small employer, who while paying 
taxes on the earnings of his one or few 
employees sees no provision being 
made for his own security. His income 
permits no more adequate provision for 
his own security than do the wages of 
his employees. The small shopkeeper, 
plumber, dentist and filling station op- 
erator is a vocal critic of the limitations 
of the present program. 

Similar views, critical views, are ex- 
pressed by those men and women who 
earn their living working for others, 
but not as employees, at least within 
the customary pattern. They are the 
salesmen who work for commissions— 
insurance salesmen, real estate sales- 
men, brush salesmen, and the salesmen 
who have been converted into inde- 
pendent contractors. They are as well 
the nurses and others who earn their 
living by selling their services to a 
large number of separate employers. 

Then there are the ‘‘in-and-out work- 
ers’ who see, and even contribute to- 
ward, the protection of others but are 
themselves denied any protection 
agvinst these hazards of death and old 
age. They include the cook and the 
maid who at other times has worked 
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as a charwoman for one of your firms, 
or for this hotel. This group includes 
even more frequently the farm hand, 
share cropper and tenant who when 
crops are bad, or in the off-season, work 
‘in town” or spend several months 
working in the cannery. They have 


come to know of the protection af-— 


forded to their fellow workers in the 
cannery or the warehouse. They must 
obtain account numbers at our field of- 
fices. It is difficult to explain to them 
why their survivors are not protected 
when they die, or themselves in old 


age. 


PROTECTION FOR MANY WORKERS 
LACKING 


Their fellows both in the households 
and on the farms are just as insecure 
when wages cease because of age or 
death. Most of you employ domestic 
help. You know how unlikely it is 
that Susie will be able to put aside 
enough money to take care of herself 
when she is too old to work. Few of 
you probably come in contact with the 
men who, in increasing numbers, work 
for wages on farms. The bulk of these 
three or four million wage workers 
are employed on large farms, hiring 
from four to four hundred and even 
four thousand workers. They are paid 
wages, in a number of instances 
through a cashier’s window just as your 
employees. Yet such protection as they 
require, just as any other worker of 
like income status, is absent. 

Other groups now excluded from 
the old-age and survivors insurance 
protection pose similar problems. They 
are the employees of state, municipal 
and federal governments, of churches, 
schools, colleges, and other non-profit 
institutions. These workers become 
old, too. They die and leave widows 
and orphans. Some start to work for 
one of these employers upon leaving 
school and continue until death or re- 
tirement; but many workers come and 
go, working for covered employers at 
other times. Many of their employers, 
as well as most of these employees, 
seek protection which will insure se- 
curity throughout a lifetime, wherever 
the worker goes. This problem is illus- 
trated at the moment by the movement 
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of many workers into the employ of the 
federal government, either as soldiers 
or as civilian employees. Unless em- 
ployment with the federal government 
is to be included within the coverage 
of the old-age and survivors’ insurance 
program, these men may lose protec- 
tion they have previously built up. 

A final problem with which we are 
confronted from day to day is that of 
the worker whose retirement is induced 
not by old age, but by physical disable- 
ment, sometimes at a younger age. At 
present if a man dies, his widow and 
orphans receive monthly benefits; if he 
is only half-dead—totally and perma- 
nently disabled and hence a greater fi- 
nancial burden upon his family—he is 
now entitled to no benefits from this 
system. He and his dependents have 
contributed from the family income, 
but they will probably be compelled to 
seek relief before he lives long enough 
—if he does—to receive insurance 
benefits in old age. 


TWENTY MILLION Nor PROTECTED 


There are now more than 20,000,- 
000 workers who are not protected by 
old-age and survivors’ insurance against 
the hazard of the loss of wages as the 
result of death or old age. There are 
2,000,000 men and women totally and 
permanently disabled. In addition, 
there are upwards of 3,000,000 men 
and women who were already aged and 
out of work when the Social Security Act 
came into existence. Together these 
groups constitute a large and insistent 
demand for security. Their demand is 
reflected in part by approximately 200 
pension proposals introduced in the 
present session of Congress. Their de- 
mand is evidence that we have not yet 
established a plan which protects every 
individual against insecurity, and the 
society against the burden of depend- 


ency. 
NeExtT STEPs To BE TAKEN 


The goal to be attained is a program 
of protection which assures every gain- 
fully employed man or woman, from 
the day he or she first commences 
work, that come what may, be it the 
loss of earnings as the result of unem- 


ployment, disablement, old age or 
death, no matter how or where those 
earnings were earned, they will be re- 
placed in sufficient part that the worker 
and his dependents will not want. 

The first step toward that goal is the 
extension of old-age and survivors’ in- 
surance protection to those groups now 
unprotected. A quarter of a million 
salesmen can readily be protected by re- 
definition of the present statutory term 
“employment.” Workers who earn 
their wages in agriculture and domestic 
service can be reached by methods lit- 
tle different from those now used. The 
employees of government's and of non- 
profit agencies must be covered in such 
a way as to insure the preservation of 
rights under their existing retirement 
systems. Self-employed workers offer 
more difficult problems as to ways and 
means, yet considerable numbers can 
be reached by the existing methods, 
and untried but probably feasible meth- 
ods are available to reach all. 

The second and an equally impor- 
tant step toward that goal is the pro- 
vision of security against the loss of 
wages resulting from disablement. 
This, too, is a hazard causing insecu- 
rity against which the worker is helpless 
to protect himself. It, too, is a major 
cause of dependency. 

The third step toward this goal, and 
an essential one, is the improvement 
through legislative action, as well as 
day-to-day operations, of the efficiency 
and economy with which these forms 
of protection are administered. Ex- 
perience to date has indicated numerous 
imperfections in the present statute, 
the remedying of which will reduce 
the “‘rigamarole” required of the claim- 
ant, simplify the burdens placed upon 
the employer, and expedite the func- 
tioning of the Bureau of Old-Age and 
Survivors’ Insurance. Simultaneously 
the extension of coverage to groups 
not now covered and the provision of 
disability insurance will pose adminis- 
trative problems perhaps of greater 
magnitude than we have had to meet 
to date. Yet we have had, and have 
used, three years to analyze these prob- 
lems and to devise methods which can 
cope with them. These methods are 
not perfect; but once they have been 

(Please turn to page 185) 








The Effect of the Defense Program 


on the National Income 


This nation is now looking forward 
to an expenditure of something like 
forty billions of dollars for defense 
during the next two or three years. 
Some of us can remember when such 
a program—no matter how necessary 
—would have been regarded as a seri- 
ous drain on the national income, in- 
evitably involving a lowering of the 
standard of living and a crushing 
burden of taxes and debt for years to 
come. But now we hear cheerful voices 
prophecying that as a result of all this 
government spending we shall have 
not only an adequately equipped army 
and navy but a greater output of goods 
for civilian consumption, with higher 
national income, higher yields from 
existing taxes, and an end to unemploy- 
ment. To what extent does this hope- 
ful view reflect a change in economic 
facts or a better understanding of eco- 
nomic facts, and to what extent does 
it represent merely a new fashion in 
economic theorizing? Are the optimists 
justified in their faith or are they in- 
dulging in wishful thinking on a grand 
scale ? 

There are two kinds of optimists— 
those who imagine that the country 
prospered while we were in the last 
war, and those who realize that it did 
not, but believe that this time it will 
be different, either because of different 
conditions or superior administration. 

The first group can be quickly routed 
by reference to a few indisputable 
facts. We got into the war in April, 
1917; the armistice occurred in No- 
vember, 1918. During 1917 and 1918 
nearly all the measures of business ac- 
tivity, production and income showed 
immense advances over 1916, if they 


were expressed in terms of money 


without reference to its purchasing 
power. But that was only because of 
the inflationary rise in prices. Deflat- 
ing for price changes, or taking statis- 
tics expressed in terms of physical vol- 
ume, we find that many comprehensive 
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measures of production and income 
were lower in 1917 and 1918 than in 
1916. 

The figures for employment and un- 
employment seem to be an exception 
to this rule. But when you consider 
that 4,000,000 of the men employed 
in 1918 were in the armed forces it 
becomes apparent that the reduction 
in unemployment did not increase the 
production of goods correspondingly. 
According to Paul Douglas, moreover, 
5.5 per cent. of the persons who were 
attached to manufacturing, transporta- 
tion, building and mining, were still 
out of jobs in 1918. The women and 
minors who came into the factories 
were not as productive as the men 
whose places they took, and the en- 
larged demand for war materials did 
not enable all regular workers in peace- 
time industries to find new jobs, for 


reasons either of geographical location 
or skill. 


PROSPERITY DECLINED AFTER 1916 


The general belief that productivity 
and national income increased during 
the last war is based partly on failure 
to allow for price changes, and partly 
on the fact that in 1916, while we were 
still neutral and not spending much 
money on defense, the level of produc- 
tion and income was very high—prob- 
ably higher than at any previous time 
in our history. While we were selling 
goods abroad in large quantity and at 
high prices, and getting paid in goods 
or cash or securities that appeared to 
be sound, we were prosperous. But 
when we began spending our own 
money and using our own credit our 
prosperity ceased increasing and be- 
gan to decline. 








Dr. Tucker’s enlightening address, which is presented here, 
was delivered at the Eastern Spring Conference of Controllers at 
the Waldorf-Astoria Hotel on April 14. That price averages will 
rise before long, because of real inflation, is one conclusion 
which ‘Dr. Tucker reaches. That inflation can be prevented by 
prompt action is another statement which he makes without 
equivocation. He points out what that action should be. The 
inflation will not be “all out,’”” like the German inflation, he 
adds. Our money will not become entirely worthless. 

Dr. Tucker is the economist of the General Motors Corpora- 
tion. He has three degrees from Harvard University—A. B., A. M., 
Ph.D. He was an instructor of Economics and Public Finance at 
the University of Michigan early in his career; was with the 
United States Department of Commerce, 1923-1925 as senior 
economic analyst; the United States Treasury Department, 
| 1925-1926, as chief economic analyst; with the American 
| Founders Corporation, 1926-1932, as chief economist; and later 
was economist of Bancamerica-Blair Corporation, Brookings In- 
stitution, and the Twentieth Century Fund. He was director of 
statistical research for the Republican National Committee, in 
| 1936, and has since been with General Motors Corporation as_ | 
| economist. Among his writings are: ‘’Big Business, ItsGrowthand | 
Place,” (with others) 1937: ‘How Profitable is Big Business’ 
(with others) 1937. He is the author of several government re- 
ports, and a contributor to busness and economic journals. 


—THE EDITOR 
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Indexes of industrial production 
have been compiled by a number of 
statisticians. All that are available on 
a monthly basis show that the high 
month of production was either Janu- 
ary or May 1917. Some show 1917 
and 1918 lower than 1916 in spite of 
including production for war. The 
greatest increase shown by any of them 
for either 1917 or 1918 is only 6 per 
cent. over 1916, which means that after 
deducting war products the amount 
available for civilian consumption was 
about 90 per cent. as high as in 1916. 

Just as it is necessary to deduct from 
the physical output of goods those 
goods that are not adapted to satisfy 
consumers’ wants, so it is necessary to 
deduct from the estimates of national 
income, after deflating them for price 
changes, the amount of direct taxes and 
loans from savings, to obtain the 
amount of purchasing power available 
for the satisfaction of consumers’ 
wants. All of the accepted national in- 
come estimates were lower in 1917 and 
1918 than in 1916, if adjusted by the 
wholesale price index. 

If the cost of living or Snyder's in- 
dex of the general price level is used 
as a deflator, the national income in 
1917 and 1918 appears to have been 
between 10 per cent. above and 5 per 
cent. below 1916. But the higher di- 
rect taxes and loans from savings must 
be deducted, since including them 
involves duplication. Tax increases 
amounted to at least 5 per cent. of the 
national income; loans from savings 
cannot be clearly distinguished from in- 
flationary loans, but were probably at 
least another 5 per cent. of the national 
income. Indirect taxes are included 
in the cost of goods and need not be 
deducted again. It is obvious that the 
aggregate purchasing power of con- 
sumers during the war was less than in 
1916. 


AVERAGE PURCHASING POWER 
DECREASED 


Of course not all classes suffered 
equally. Many farmers benefited, as 
did some workers in defense industries 
and a few war contractors and specu- 
lators. But the vast bulk of workers, 
especially the salaried and professional 
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workers, and investors, lost more in 
higher costs than they gained in higher 
money income. King’s index shows a 
decline of 21 per cent. in the average 
real earnings of salaried employees be- 
tween 1916 and 1918. Most of the 
drafted men of course received smaller 
incomes than they had been receiving 
in civil life, although that may not 
have been true of the government's 
civilian employees. Douglas’s index of 
real annual earnings of those attached 
to the manufacturing and transporta- 
tion industries, which allows for in- 
creased employment, was lower in 1917 
than in 1916, and only 4 per cent. 
higher in 1918. Indexes that do not 
allow for increased employment show 
that the average purchasing power of 
workers who had jobs before the war 
began was decreased about 7 per cent. 
Such workers were the overwhelming 
majority of all workers, as there was 
very little unemployment in 1916. 
They are the overwhelming majority of 
all workers now. 

Wealthy persons and corporations 
suffered with special severity. The 
number of persons reporting incomes 
over one million dollars, which was 
206 in 1916 fell to 67 in 1918; the 
number over $50,000 fell from 17,- 
085 in 1916 to 16,515 in 1918. 
These incomes are as stated before 
deducting the income taxes payable, 
which of course increased enor- 
mously. 

The total net income less tax of 
persons with net incomes over $5,- 
000 in 1916 was $5,501,298,000; in 
1918 it was $4,549,545,000. This 
purchasing power, if allowance is 
made for higher costs of living, was 
reduced at least 35 per cent. 

The total of corporations’ net in- 
comes in 1916, less income and prof- 
its taxes, was $7,937,200,000. It 
rose to $9,958,306,000 in 1917 but 
fell to $4,412,975,000 in 1918, and 
in fact never again reached as high 
a figure as in 1916. 

The Dow Jones’ industrial stock 
averages fell about 10 per cent. dur- 
ing the war; the Times industrials 
about 5 per cent; the Standard Sta- 
tistics industrials 8 per cent. Every- 
one knows what hit the railroads 









during the war. Corporations and 
their owners, with few exceptions, 
were greatly injured by the war, al- 
though if the modern theory of eco- 
nomics is to be believed they should 
have benefited greatly because the 
government was spending enormous 
sums and piling up what at that time 
seemed to be an enormous debt. 


WILL OuTCOME IN THis Crisis BE 
DIFFERENT ? 


Is there any reason to suppose that 
things will turn out differently this 
time? There are two possible rea- 
sons for a different outcome, al- 
though to be frank, I do not place 
much reliance on either of them. 
One is the fact that we have a reser- 
voir of unemployed to draw on in 
expanding production; the other is 
the fact that both the people and the 
government officials are more aware 
of the dangers of inflation. But 
whether they are sufficiently aware to 
take the necessary steps is extremely 
doubtful. However I cannot go into 
that matter on this occasion. 

Coming back to unemployment, 
there is violent disagreement both 
as to the number unemployed and as 
to their fitness for the kind of work 
that needs to be done. On the one 
hand there are some who say that 
we have available seven and nine 
million unemployed, plus two mil- 
lion from the farms and perhaps 
two million more women and young 
persons. Also by increasing the 
working-week to 48 hours or more 
the laboring force can be made 
more effective. They consequently 
envisage an increase of 20, 30, or 
40 per cent. in output and a corre- 
sponding increase in national in- 
come. Even when they grant that 
the government cannot spend its de- 
fense appropriations in less than two 
years they figure that what it does 
spend will have a multiplied effect 
on the national income. They con- 
sequently get estimates of nationil 
income as high as 120 billion dol- 
lars two years from now. 

In competition with this rosy p‘c- 
ture the pessimists present a much 
grayer one. There are probably not 














over 7,000,000 unemployed; many 
of them are unfit for employment; 
many are not located near the places 
where work will be available; the 
army will take from 1,000,000 to 3,- 
000,000; many wives and young per- 
sons will cease looking for work 
when the head of the family gets a 
job. As a temporary consideration 
(that is we can hope that it is tem- 
porary) the conditions of relief un- 
der the WPA and CCC and NYA 
are more attractive than useful work 
to a large number of persons. The 
number of additional workers avail- 
able for defense industries is not 
likely, in my opinion, to exceed 4,- 
000,000. 

These can not all be employed 48 
hours a week because the industrial 
plant is not large enough. There 
are bottlenecks that cannot be elim- 
inated in less than two years. Be- 
sides the bottlenecks in plant and 
materials there are bottlenecks in 
skills. It is officially estimated that 
5,000,000 men will be needed for 
defense industries. A considerable 
number will have to be shifted from 
their present employment, either be- 
cause their skills or their workshops 
are needed, this reducing the out- 
put of non-defense industries. The 
reduced output of non-defense indus- 
tries will be largely bought by work- 
ers getting over-time pay, and other 
consumers will have to get along 
with less. 


NUMBER OF UNPRODUCTIVE 
WorKERS WILL INCREASE 


The simplest way of stating the sit- 
uation is like this. The productive 
workers of this nation were in 1940 
supporting about 8 million unem- 
ployed, a small army, and a large 
number of government employees— 
say a million. In 1941 and 1942 
they will be supporting a larger num- 
ber of government officials, an army 
of two to four million men, five 
million workers on defense projects, 
and perhaps three million unem- 
ployed. In other words the number 
of unproductive persons will be at 
least two million greater than last 
year, eleven or twelve million in- 
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stead of nine. About half of them 
will be getting larger incomes than 
before. The number of persons en- 
gaged in production of non-defense 
goods will be less; their output will 
be less, and their contribution for 
the support of the non-productive 
ones will be considerably greater. 

Five million or so wage-earners 
may obtain higher real incomes, but 
the other forty-five million heads of 
families will probably obtain less. 

We are now working at capacity 
in many industries. Capacity is be- 
ing slowly expanded, but the most 
careful estimates indicate that a Fed- 
eral Reserve index of 150 is very un- 
likely of attainment this year—un- 
less the method of calculating the in- 
dex is changed. 

The national income is now ofh- 
cially estimated to be at the rate of 
79.5 billion dollars a year. This 
figure has little relation to the 
amount of goods produced. Even 
without what could really be called 
an inflation it is likely that a large 
number of prices will rise, carrying 
up the cost of living 6 to 8 per cent. 
by the end of the year. Moreover 
the share of the national income 
taken away from consumers by means 
of taxes and government loans will 
increase, thus reducing the amount 
left for voluntary purchases. Conse- 
quently the demand for many kinds 
of goods must decrease, probably in- 
cluding most kinds of consumers’ 
durable goods. 

But for a few months the increased 
purchasing power of workers previ- 
ously unemployed, or transferred to 
better-paid jobs, may offset the in- 
creasing burdens on the rest of the 
population. That is especially likely 
to occur if consumer credit continues 
to expand at the present rate. Until 
tax rates are increased or several 
hundred thousand more men are sent 
to the army camps, the limit on non- 
defense production will be plant ca- 
pacity and the availability of materi- 
als. But I expect that after June 
the aggregate demand for civilian 
goods will begin to fall off. How 
rapidly this will occur depends on 
the extent to which prices rise, and 
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the extent to which taxes and the 
draft reduce family incomes. I do 
not pretend to be able to make an 
accurate prediction, but it is my be- 
lief that if the national income ex- 
ceeds 90 billion dollars in either 1941 
or 1942 it will only be because the 
dollar has lost a good deal of its 
purchasing power. 


SCARCITY OF Goops WILL REDUCE 
PURCHASING POWER 


As I said before the dollar is likely 
to lose some of its purchasing power 
simply because the goods will not 
be there to purchase. In other words 
a moderate rise in the price averages 
is likely on account of scarcity. But 
the growth of the government debt 
plus the growth of private debt, and 
the surplus reserves of the banking 
system, make it very likely that there 
will also be a rise in the price aver- 
ages because of a real inflation. 

This may not occur in 1941. It 
could be prevented from occurring 
in 1942 by a prompt and drastic 
program of high taxes on consumers, 
and credit restriction, and economy 
in non-essential government expendi- 
tures. Mere price-fixing will not be 
of much avail against inflation, un- 
less accompanied by wage-fixing and 
rationing of essential goods to con- 
sumers, or else by consumption taxes 
and credit restrictions. 

As long as there are influential 
persons in Washington who think 
that government extravagance pro- 
motes the national well-being, and 
that a nation can wage a successful 
war without requiring all classes to 
make sacrifices, and that centralized 
governmental control of industry is 
more efficient than decentralized pri- 
vate control, it is unlikely that suffi- 
ciently drastic or prompt measures 
will be taken to prevent inflation. 
The safety of the nation requires that 
politicians should moderate their de- 
sire to win the votes of organized labor, 
and that sentimentalists should moder- 
ate their zeal for improving the condi- 
tion of the ‘lowest third.” 

However, in order to avoid en- 
tirely ruining your digestion of the 
very fine lunch we have just en- 

(Please turn to page 193) 
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Amendment of Unemployment 
Insurance Deferred Until Fall 


Speaking on the subject, ““What’s Ahead 
in Unemployment Insurance,” before the 
Cleveland Control of The Controllers 
Institute of America, Mr. W. J. Mackey, 
formerly employers’ representative of the 
Ohio Unemployment Compensation Com- 
mission, and now in private practice, 
made reference to the agitation to move 
administration of the state laws to fed- 
eral control, and to form a pool with all 
the state funds from which compensation 
to all the states would be paid. He con- 
sidered the farther administration gets 
away from a locality, the less satisfactory 
it will be, and of course the pooling of 
funds from all the states would penalize 
the states with large reserves. Plans for 
such legislation, he learned, had been de- 
ferred until next fall. 

Mr. Mackey spoke of the trend to lib- 
eralize benefits, and of three laws now 
introduced in Ohio, one by the adminis- 
tration to bring about administrative 
changes, one by labor, and one by em- 
ployers. There was no opposition to the 
administration law, and he was of the 
opinion labor and employers would be 
able to work out one by compromise. 

Mr. Mackey talked of the merit rating 
feature of the Ohio Law, which he con- 
siders essential to unemployment com- 
pensation. 


SEC Adopts New Rule Covering 


Foreign Sales of Securities. 


The Government of Great Britain, act- 
ing under its war powers, recently ac- 
quired from Courtaulds, Ltd., a block of 
the securities of American Viscose Corpor- 
ation, and disposed thereof to a banking 
group in the United States. As a result 
of this transaction, the question has been 
presented to the Securities and Exchange 
Commission whether, if the banking 
group should in turn dispose of the securi- 
ties by means of a public distribution in 
the United States, the British Govern- 
ment would be subject, in connection with 
such distribution, to the liabilities of an 
underwriter under the Securities Act of 
1933. 

In a recent communication the Commis- 
sion said: 

“In examining this question the Com- 
mission has recognized the accepted prin- 
ciple of international law, reflected in 
many decisions of the United States 
courts, that a foreign friendly government 
is immune from suits brought, without 





INSTITUTE MAKES 
TAX SUGGESTIONS 


| A memorandum contain- 
| ing suggestions and com- 
ments concerning proposed | 
income and excess profits tax | 
legislation is being prepared 
by the Committee on Coop- 
eration with the Treasury De- 
partment, of The Controllers 
Institute of America, for pres- 
entation to the Committee 
on Ways and Means, of the 
House of Representatives. 

A copy of the memoran- 
dum will be sent to each 
member of The Institute. 











its consent, to enforce claims against either 
it or its property. Without considering 
the extent to which this immunity could 
legally be abrogated by the appropriate 
constitutional authority, it appears clear 
that no intent on the part of the Congress 
to abrogate it can be presumed in the 
absence of express statutory language.” 
Further: 

“Accordingly the Commission has con- 
cluded that under the circumstances in- 
volved in the American Viscose Corpora- 
tion case, the British Government will 
not be subject to the liabilities of an un- 
derwriter under the Securities Act of 
1933 in the event of a public distribution 
by the banking group which has acquired 
the American Viscose Corporation securi- 
ties. In order to give its conclusion the 
status of a rule of the Commission, the 
Commission has adopted Rule 143 under 
the Securities Act of 1933.” The rule: 

“Rule 143. Definition of ‘Has Purchased,’ 
‘Sells For,’ ‘Participates,’ and ‘Participation,’ 
as Used in Section 2 (11), in Relation to 
Certain Transactions of Foreign Govern- 
ments for War Purposes. 

“The terms ‘has purchased,’ ‘sells for,’ 
‘participates,’ and ‘participation,’ in sec- 
tion 2 (11), shall not be deemed to apply 
to any action of a foreign government in 
acquiring, for war purposes and by or in 
anticipation of the exercise of war powers, 
from any person subject to its jurisdiction 
securities of a person organized under the 
laws of the United States or any State or 
Territory, or in disposing of such securi- 
ties with a view to their distribution by 
underwriters in the United States, not- 


withstanding the fact that the price to be 
paid to such foreign government upon 
the disposition of such securities by it may 
be measured by or may be in direct or 
indirect relation to such price as may be 
realized by the underwriters. 

“This action shall become effective 
April 18, 1941.” 





Insurance Topics Discussed 
In New York Conference 


The Insurance «Division of the Amer- 
ican Management Association conducted 
a two-day conference in New York City 
on May 5 and 6 at the Hotel Astor. The 
association centered intensive discussion 
on the future of pension plans; the future 
of casualty insurance rates and rating 
methods; insurance management; insur- 
ance protection for industrial plants; and 
participating policies of stock insurance 
companies. 





Production Conference at Hotel 
Astor, May 21-22 

A Production Conference is to be con- 
ducted by the American Management As- 
sociation May 21 and 22 at Hotel Astor, 
New York City. It is announced that em- 
phasis will be on numerous brief experi- y 
ence stories rather than on long, pre- 
pared papers. Arrangements are under the 
direction of D. F. Carpenter, Director of 
Manufacture, Remington Arms Company, 
Bridgeport, Connecticut, and Vice Presi- 
dent, AMA Production Division. Arms 
Company, Bridgeport, Connecticut, and 
Vice President, AMA Production Divi- 
sion. 

The discussions for the two days will 
center around ways and means to get out 
more production from existing equipment 
and personnel. Production men are find- 
ing it increasingly difficult to acquire 
machine tools and other equipment, and 
they are also finding it harder to hire 
new men and to prevent “pirating” of 
help by other companies. This meeting 
should therefore be very much to the 
point at this time. 








Professor Montfort Jones to 
Address Bank Controllers 
Montfort Jones, Professor of Finance, 

University of Pittsburgh, will address the 
banquet session of the Seventh Mid-Con- 
tinent Regional Conference of the Na- 
tional Association of Bank Auditors and 
Comptrollers at Cleveland’s Hotel Cleve- 
land, on the evening of May 16. His ad- 
dress will be on the subject, “Some Fi- 
nancial Aspects of Defense.” 
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New Chairman for Securities 
and Exchange Commission 


Mr. Edward C. Eicher has been elected 
chairman of the Securities and Exchange 
Commission to succeed Mr. Jerome N. 
Frank, who has been appointed to the 
Federal Circuit Court of Appeals for the 
Second Circuit. Chairman Eicher was ap- 
pointed a member of the Commission by 
President Roosevelt in December, 1938, 
for the term ending in June, 1940, when 
he was reappointed for five more years. He 
was born in Washington County, Iowa, on 
December 16, 1878. He attended the 
Washington (Iowa) Academy and the 
Morgan Park (illinois) Academy, and 
graduated from the University of Chi- 
cago in 1904. He studied law at the Uni- 
versity of Chicago Law School. He is a 
member of the Iowa, Illinois, and Supreme 
Court of the United States bars. He served 
as a member of the House of Representa- 
tives, 73d, 74th and 75th Congresses. 


Cost of Proxy Solicitation Limited 
By Securities Commission 


The Securities and Exchange Commis- 
sion has adopted a rule under the Hold- 
ing Company Act dealing with expendi- 
tures by registered holding companies 
and their subsidiaries in connection with 
the solicitation of proxies. The rule pro- 
vides in substance that, except pursuant 
to an effective declaration under the Act, 
no registered holding company or sub- 
sidiary shall expend more than $1,000 
during any one calendar year in the solic- 
itation of proxies, in addition to the 
ordinary expenses of preparing, assem- 
bling, and mailing the proxies. 


Social Security Board Has More 
Than 12,000 Employees 


At the close of the 1940 fiscal year on 
June 30, 1940, the Social Security Board 
had 12,164 employees, as compared with 
5,748 on June 30, 1937. Expenditures 
in the year ended June 30, 1940, were 
$25,082,988, as compared with $17,438,000 
in the year ended June 30, 1937. 


Competitive Bidding Ordered for 
Holding Company Securities 


The Securities and Exchange Commis- 
sion announced recently that it has 
adopted Rule U-50 under the Holding 
Company Act requiring, with certain ex- 
emptions, competitive bidding in the is- 
suance and sale of securities of registered 
gas and electric public utility holding 





companies and their subsidiaries. The 
Commission also made public a statement 
setting forth the considerations that led 
it to adopt the rule in place of the pres- 
ent affiliate rule (Rule U-12F-2). 


Men Past Forty To Be Aided 
in Obtaining Jobs 


Federal Security Administrator Paul V. 
McNutt on May 3 called upon the 4,500 
full- and part-time State employment of- 
fices which are coordinated under the 
United States Employment Service to unite 
with local war-veteran and other civic 
organizations in finding jobs for workers 
over 40 during National Employment 
Week, beginning May 4. By Presidential 
proclamation, signed April 3, the week 
of May 4 to 10, inclusive, has been desig- 
nated as National Employment Week. 

“In view of the greatly increased de- 
mand for workers with certain skills,” 
stated Mr. McNutt, “employers needing 
help to fill defense contracts should re- 
examine the qualifications of these older 
men and women so that valuable workers 
will not be barred from employment. 

“Among workers past 40,” Mr. McNutt 
said, “are many World War veterans, 
men who now average 48 years of age. 
As the President has stated, these men 
have a special appeal to our national 
sense of responsibility, particularly dur- 
ing this time of national preparedness.” 


To Consider New Rules for 
Wage-Hour Record Keeping 


A proposed revision and re-codification 
of record keeping regulations issued un- 
der the Fair Labor Standards Act is the 
subject of a hearing called for May 12 in 
the Labor Department Building, Wash- 
ington. The hearing was called by Gen- 
eral Philip B. Fleming, Administrator of 
the Wage and Hour Division, United 
States Department of Labor, to consider 
the regulations before final approval. 
These regulations, if finally approved, 
will replace the present Part 516, Regula- 
tions on Records to be Kept by Employ- 
ers. Gustav Peck, assistant director of the 
Hearings Branch, Wage and Hour Divi- 
sion, is to conduct the hearing. 

The proposed regulations were prepared 
on the basis of the hearing concerning pos- 
sible revision of the present record keeping 
regulations held on October 17 and 18, 
1940. The revised regulations are indexed 
and codified so that an employer will find 
in any one subsection all the information 
and data which it will be necessary for him 





to keep on any group of his employees cov- 
ered by specific provisions of the Act. Thus, 
he will not need to search through all of 
the subsections, many of which are irrele- 
vant to him, according to an announcement 
by the Wage and Hour Division. 

One subsection provides the items to be 
kept on employees covered at all times by 
both the minimum wage (Section 6) and 
overtime after 40 hours (Section 7a) pro- 
visions of the Act. Another subsection is 
given to records to be kept on employees 
affected only by the minimum wage pro- 
visions—such as employees of railroads 
and in certain agricultural and allied in- 
dustries. Still another applies to em- 
ployees in “Seasonal Industries” as de- 
fined by the Administrator. Similarly, 
other subsections cover records to be kept 
on employees affected by the other several 
types of straight time and overtime cover- 
age and exemption provided in the Act. 

The revised regulations, as do the pres- 
ent regulations, require that all payroll 
records shall be retained for at least four 
years. In addition, all basic records 
which substantiate payrolls are to be re- 
tained for at least two years providing 
the weekly totals are tranferred to the 
payroll records. Otherwise they too are 
to be preserved for four years. 

Employers are also required to keep for 
two years their records of orders received, 
billings made and shipping and delivery 
records. In this connection there is no re- 
quirement that the employer shall maintain 
records additional to those which he ordi- 
narily keeps for his own business purposes. 

Employers are also required to keep for 
two years records showing the basis of 
any additions to or deductions from wages 
paid each work week. 

A new provision is made for submis- 
sion of reports to the Wage and Hour 
Division covering an employer’s records 
when specifically requested by the Divi- 
sion. This will permit employers to sub- 
mit reports on their records when ques- 
tions are raised which can be settled with- 
out the need of plant inspections. It was 
explained by the Administrator that the 
Division does not intend to use this pro- 
vision to require extensive periodic re- 
ports from employers. 

The usual provision is also made for 
amendment of the regulations. Employers 
are directed to request Regional Directors 
to determine whether special record keeping 
systems or practices comply with the re- 
quirements. Requests under this provision 
would be scrutinized by the Regional of- 
fices on the facts of the individual case. 
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Next Steps in Providing Security 
(Continued from page 178) 
applied, further experience will point 
the way to improvement. And bear in 
mind that we recognize full well that 
no piece of social legislation, no mat- 
ter how worthy its objectives, is any 
better than its day-to-day administra- 

tion. 

Finally there will be some who will 
contend that now is not the time for 
undertaking any further social legisla- 
tion. We must choose, it has been 
said, between national security and so- 
cial security. Never has there been 
clearer demonstration of the fallacy of 
such argument than is afforded by the 
experience in Great Britain during the 
past two years. In the face of far 
greater demands upon their national 
income than we yet contemplate, the 
British have extended their social serv- 
ices in a degree approximating the ag- 
greg*te of everything done in this 
country during the 1930's. Why? Be- 
cause there it has been learned that the 
strength of a people is not measured in 
soldiers, planes, tanks and guns, but 
rather in morale built upon a sense of 
security. 

Democracy is not an end in itself. It 
is instead a means to an end. Democ- 
racy is the means by which men and 
women attain personal happiness, lib- 
erty and security. Here we must per- 
fect our means—among them our so- 
cial insurances—that in providing 
greater security for American men and 
women we strengthen our Democracy. 


What is ahead for controllership? An 
attempt to answer this question will be 
made at the Tenth Anniversary Meeting of 
The Controllers Institute of America—three 
days, beginning September 29, 1941. 





CERTIFICATES OF 
MEMBERSHIP 

Each member of The Control- 
lers Institute of America is en- 
titled to have a certificate of mem- 
bership. 

To date, 1,243 such certificates 
have been issued. Many members 
have them framed and hung on 

i office walls. 

Ask for yours “° vou h 70t 
ohicincd it. 
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Before a single plane, tank or ship 
can be produced, hundreds of specif ica- 
tions, bulletins, forms and contracts 
must be drafted and duplicated. It is 
natural that our gigantic defense plan 
finds Government and Industry both turn- 
ingto the Vari-Typer. We have shown them 
ways to shorten “‘paper work” by precious 
hours, days--and even weeks! 


HERE’S HOW IT WILL SPEED 
AND SAVE FOR YOU TOO... 


On this simple electrical instrument, your own typist taps out sharp, perfect 
copy for reproduction by Mimeograph, Multilith, Ditto, offset printing,etc. The 
Vari-Typer speeds the production of forms, lists, bulletins, specifications ,and 
advertising jobs and cuts their cost in two important ways: 1. Vari-Typer’s 
changeable type plates provide an endless variety of types and compact type lay- 
outs. So--many jobs you are sending to the printer can now be turned out--in 1/10 
the time at 1/4 the cost--by your own staff. 2. On multiple page jobs, it cuts 
down the number of sheets required, cuts running time, supplies and postage all 
to a minimum. Vari-Typer composes automatically to the desired width and depth, 
writes brilliant stencils that run longer and trues up righthand margins--all 
under uniform electric control. Its wide variety of types injects design, clarity 
and selling punch into every job. Here’s a way to speed production, cut costs-- 
and do a better job. Investigate Vari-Typer! Branches in principal cities. 







EXECUTIVES: this portfolio is packed with ideas for ending 
bottlenecks and saving money. You are welcome to a copy--no 
strings attached. Send the coupon--now ... 


TEXT TYPE SET 
ON VARI-TYPER 





Cut this coupon to cut your costs 
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RALPH C. COXHEAD CORP. 


Vari-Typer Building 333 Sixth Averwe New York, N. Y. 


Please send your portfolio, “How You Can Profit by Using 
Vari-Typer’’, 


Cs eo ts = 
FO Oe nee ee a 























Whose Balance Sheet Is It? 


By Victor H. Stempf, C. P. A. 


Whose balance sheet is it? This 
ambiguous question appeared in Sep- 
tember, 1939, beginning an exchange 
of abusively critical letters published 
in the Journal of Accountancy during 
the following year, lasting several 
months after the panel discussion at 
the San Francisco Convention. 

The opening shot, in the letter of 
September, 1939, impugned an expla- 
nation of the “Extensions of Auditing 
Procedure” as an attempt to “defend” 
the special report, and to “settle the 
question” (Whose balance sheet is it ?) 
for all time. The “Extension” in- 
cluded the statement: 


“It should be borne in mind that the fi- 
nancial statements with all supple- 
mental, descriptive, and explanatory 
data, including footnotes, are regarded 
as representations of the client. It is 
upon these representations that the in- 
dependent C.P.A. renders his opinion.” 


The critic asserted that the defense 
started with a “‘half-truth” in claiming 
that the figures entering financial state- 
ments come from the books of the cli- 
ent; and the critic asked: ‘“What about 
unrecorded liabilities and differences of 
opinion between the client and the 
auditor ?”’ He called the principle enun- 
ciated by the Committee ‘‘a very rev- 
olutionary departure.” The balance 
of the letter was equally belligerent, 
and led to a reply in kind, setting the 
pace for all the correspondence which 
followed. 

It seems appropriate to digress for 
a moment to say that gentlemen of a 
profession should display a little bet- 
ter than average respect for the opin- 
ions and finer sensibilities of their fel- 
lows; and should be willing to ex- 
change views coldly and logically in 
the mutual search for truth. Mind you, 
I too have cast the first stone although 
none the less guilty. Had the exchange 
of views proceeded with becoming de- 
corum, I could have quoted them fully, 
now, and have saved myself the prepa- 
ration of this paper. I shall be as brief 
as possible in the hope that we may 


have some discussion from the floor, 
thereby assuring a candid exchange of 
views, and affording the hope of find- 
ing a consensus. 


ACCOUNTANTS STILL FORMULATING 
STANDARDS 


The scope of the several professions 
in our complex human society is evolu- 
tionary. Our profession is still formu- 
lating the fundamental bases of its 
practice. Most of its members realize 
that we are now at a somewhat crucial 
stage of that evolution; occasionally, 
it smacks of revolution. Our responsi- 
bilities should not go beyond the func- 
tions which the profession has declared 
itself ready and competent to serve. 


These responsibilit® 2s should follow the 
standards set from within, and not 
from without, the authoritative bodies 
of the profession. Whether or not the 
accountant has performed his work 
competently should be determined by 
his peers; his work should be judged 
by what other competent C.P.A.’s 
would have done under the same cir- 
cumstances in conformity with the 
standards set by the profession. 

Stated in broadest terms, the obvious 
and usual professional function of the 
C.P.A. is to express a considered and 
competent opinion concerning financial 
representations made by others. Ignore 
all of the important, and mutually prof- 

(Please turn to page 188) 





| says so, frankly. 


respective domains. 





| Another voice is raised, in this article, in favor of the control- | 
ler signing published financial statements of his company. Mr. 
Victor H. Stempf, C.P.A., a partner of Touche, Niven & Com- 
| pany, and a past president of the New York State Society of 
Certified Public Accountants, believes that controllers should 
attach their signatures to their companies’ statements, and 


This is a trend which is taking definite shape, without the | 
encouragement of any official action or endorsement by The | 
Controllers Institute of America. A number of controllers are 
signing their statements, as a matter of routine. 
| Mr. Stempf, answering the question, ‘Whose balance sheet is | 
| it?”’ replies flatly that it is the company’s, and adds that the — 
company’s principal accounting officer should prepare it. 

If the public accountant prepares it—and unfortunately this | 
is the procedure followed in many cases—then of course he dis- | 
qualifies himself from passing an opinion on the statement, | 
which is supposed to be the primary function of the public ac- 
countant. There has been a lot of “blinking’’ of this situation 
over a long term of years. It is a distinct advance in business 
procedure to throw light on this condition. 

Let the company, through its controller or other officer, pre- 
pare the statement. Then let the public accountant, in his pro- 
fessional capacity, come along and pass his opinion on it, after 
making such examination as he feels is necessary. | 

Let us define these spheres of activity, keep them from over- | 
lapping, and cenfine controllers and public accountants to their | 


| In other words, let us end the practice of permitting public 
| accountants to be both controllers and public accountants for 
| the same company; let controllers meet the responsibilities 
which are distinctly their own. 


-————————— 


—THE EDITOR 








186 











“OAT-SKINNER” means 
A TRACTOR OPERATOR 


laced 





Powerful tractors have rep ¥ 

Paul Bunyan’s famous blue ox : 
i n 

modern logging operations. 


the trac- 
age of loggers, . 
the languas cat-skinner”! 






is a 
tor’s operator 1S 


Here are the chief factors which 
enable Comptometer adding- 
calculating machines and methods 


to cut figure-work costs drastically. 


High speed, enabling the oper- 
ator to handle a greater volume 
of figure work in a given time, 
thus cutting down costly delay 


and overtime. 


Remarkable first-time accuracy, 


NO CIPHERS appear on Model M 
answer dials unless they are part of 
actual answer! The answer, for ex- 
ample, used to read 00000040017. 
Now it reads 40017. 










achieved through easier read an- 
swer dials, and the Comptometer’s 
exclusive Controlled-Key safe- 
guard, which eliminates operating 
errors. 

Extreme flexibility and adapta- 
bility to all types of figure work— 
simple or complex. 

A Comptometer Co. represen- 


tative will gladly show you — in 


“COMPTOMETER ECONOMY means 
SUBSTANTIAL FIGURE- 










WORK SAVINGS 






your own office, on your own work 
—how Comptometer machines 
and methods handle more figure 
work in less time at lower cost. 

Telephone him ... or write 
direct to Felt & Tarrant Mfg. Co., 
1734 N. Paulina St., Chicago, Ill. 


COMPTOMETER 


REG. U.S. PAT. OFF. 


ADDING-CALCULATING MACHINES 
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Whose Balance Sheet Is It? 
(Continued from page 186) 
itable, types of service which relate to 
system installations, surveys, and spe- 
cial studies, involving only privity of 
contract between the client and auditor. 
For the moment we are concerned with 
those services which lead to the presen- 
tation of financial statements bearing 
a certificate, or in respect of which the 
services of the C.P.A. for that purpose 
may be implied. As a matter of pre- 
caution, the C.P.A. should view every 
set of financial statements, in the prep- 
aration of which he has assisted, as 
potential credit-seeking or investment- 
reporting statements. Once the state- 
ments have left his hands, he knows 
not how they may be used. Regard- 
less of assurances concerning limited 
use, he must be sure that his responsi- 
bility is clearly stated in an accompany- 
ing report. Never should he permit 
such statements to leave his office, on 
his letterheads, or in his covers, with- 

out a related report. 

It is surprising how often one still 
sees financial statements identified with 
the name of some C.P.A. but without 
a word of comment. What may one de- 
duce from these circumstances? Were 
the statements merely typed by the ac- 
countant’s office as an accommodation to 
the client? Did the accountant pre- 
pare the statements from the client’s 
books without audit ? Did the account- 
ant make an audit, and if so, were there 
any limitations? Or may one assume 
that the statements bear the unquali- 
fied approval of the accountant, and 
that they were prepared as the result 
of an adequate examination? Obvi- 
ously, the uninformed or predatory 
reader will jump to the conclusion 
which best serves his purpose. The 
situation may become very embarrass- 
ing for the auditor. The accountant 
has a perfect right to serve under any 
of the circumstances described, but he 
should submit a report concerning his 
work and his opinion, expressed clearly 
and unequivocally. 


Must FACE RESPONSIBILITIES 


Let it be clearly understood by those 
who criticise accountant’s certificates 
thet it 7s definitely one of the purposes 
of the report to protect the C.P.A. 
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against false and far-fetched pretext; 
to defend him against the infliction of 
obligations which he never intended to 
assume; but that the report rears no 
immunity for the C.P.A. as to the re- 
sponsibilities which rightly are his and 
which he has declared himself com- 
petent to bear. 

It needs constant reiteration to fix 
the fact that the normal function of the 
C.P.A. is to express a considered and 
competent opinion concerning financial 
representations made by others; and 
that in so doing it is his duty to satisfy 
himself by the use of generally accepted 
auditing procedures applicable in the 
circumstances that the financial repre- 
sentations are in conformity with gen- 
erally accepted accounting principles 
consistently applied. 

Now as to statements bearing an 
auditor’s opinion: whose statements are 
they? (Whose balance sheet is it?) 
Certainly we are not quibbling about 
the ownership of the physical docu- 
ment in which the balance sheet is 
stated. No doubt, that document be- 
longs to the one who paid for its prep- 
aration, or to the one to whom such 
person gave it. Nor does the query 
have any reference to the person who 
drafted the statement. The essential 
point underlying this loosely phrased 
question is: Whose representations are 
made in the statement, and if there are 
several concerned with these represen- 
tations, what are their respective re- 
sponsibilities ? 

The myriad forms of auditors’ re- 
ports which were the forerunners of 
the present standard short-form report 
opened generally with a reference to 
the fact that the books or accounts of 
the ABC Company had been audited 
or examined; that the accompanying 
financial statements had been prepared 
from those accounts, or were in accord- 
ance with such books; and that the 
statements set forth correctly the fi- 
nancial position of the company at 
blank date. In the broadest sense, this 
was a literally true statement of ap- 
proach, sequence, and conclusion; but 
it never occurred to any independent 
C.P.A., that by some alchemy of ac- 
countancy such statements became ut- 
terly detached from the client, and 
that the auditor’s report conveyed an 





independent, primary, and sole war- 
ranty concerning the financial repre- 
sentations made in the statements. Yet, 
it is little exaggeration to say that this 
impression was reared among the laity; 
that one of our respected judges read 
into the phrase; “In accordance with 
the books” the absurd conclusion that 
the statements reflected the last detail 
of every purchase invoice and the last 
detail of every sales ticket, voucher, 
bill of lading, and other underlying 
document. 


INFALLIBILITY AT LEAST IMPLIED 


If you please, members of the profes- 
sion abetted this misconception by an 
unthinking exaggeration of the infalli- 
bility and indispensability of account- 
ing services; to the point where ac- 
countants believed that credit-grantors 
extended loans or delivered merchan- 
dise to customers not on the basis of 
the assets possessed by clients, but solely 
on the basis of the balance sheets which 
the accountants had prepared. This is 
a deliberate overstatement to empha- 
size the absurdity of an assumption that 
any credit-grantor would offer credit 
without the primary representations of 
the borrower. Today, the credit-grantor 
extends such accommodation only if 
he obtains the representations of the 
customer, and in addition the opinion 
of the independent C.P.A. as to the 
fairness of the representations made 
by the customer. The relative posi- 
tions of the issuer and the auditor have 
been clearly stated by the S.E.C.: 


‘Accountants’ certificates are required not 
asa substitute for management’s ac- 
counting of its stewardship; but as a 
check upon that accounting.” 


Some try to draw distinctions be- 
tween matters coming before the S.E.C. 
and the ordinary run of engagements; 
there is no basic distinction. Grant that 
the S.E.C. has jurisdiction only of cases 
involving securities listed on licensed 
exchanges or offerings of securities in 
interstate commerce. Grant also that 
the stamp of approval of the S.E.C. 
upon that which is considered generally 
accepted accounting practice, and dis- 
approval of that which it considers con- 
trary to accepted practice, bear great 

(Please turn to page 190) 
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Whose Balance Sheet Is It? 
(Continued from page 188) 
weight in the formulation of public 
opinion, and influence the decisions of 
the courts. Does it not follow that 
such influence will be felt in all ac- 
counting practice; for what is bad or 
good accounting under the Securities 
and Exchange Acts is likewise bad or 
good in all financial reporting. The 
cases of fleeced and ejected stockhold- 
ers or the widows and orphans who 
suffer loss in small companies by rea- 
son of inadequate or erroneous financial 
statements upon which they relied, will 
probably be judged by what is appro- 
priate accounting practice under the 
S.E.C. And do not forget the warn- 
ing that all financial statements are po- 
tential credit-seeking or investment- 

seeking statements. 

The question: Whose balance sheet 
is it?, is important only from the stand- 
point of the responsibility for the fi- 
nancial representations made in such 
statements. It is clearly outside the 
normal sphere of the independent 
C.P.A. to undertake primary represen- 
tations. It cannot be denied that he 
may take it upon himself to do so, but 
when he does, he should at least be 
aware of what he is doing; do it with 
his eyes open. It should be clear also 
that he cannot do so and at the same 
time retain the position of an Inde- 
pendent C.P.A.; for the latter position 
(again defined by the S.E.C.) is at 
arms-length, with no strings of owner- 
ship or undue intimate relationship 
with management of the business cov- 
ering which he presumes to issue a re- 
port as an independent C.P.A. 


C.P.A. May BECOME CONTROLLER 


A C.P.A. may serve, not as an in- 
dependent C.P.A., but instead as the 
chief accounting officer of a corpora- 
tion. In the latter capacity he may 
make the primary financial representa- 
tions on behalf of the corporation. It 
is incompatible, however, that he 
should, at the same time, pose as the 
independent auditor of the same com- 
pany. He may be one or the other, 
but he cannot combine the two. True 
enough, there are shadow zones in 
some of these situations. The C.P.A. 


may represent absentee ownership, and 
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he may conduct a continuous audit on 
behalf of his client while serving also 
as controller or treasurer of the com- 
pany. There may be no incompati- 
bility in this dual service in so far as 
the absentee ownership is concerned ; 
but when the company makes financial 
representations to outsiders, then the 
C.P.A. in such position is clearly dis- 
qualified from acting as independent 
auditor, although he may properly make 
the primary representations for the com- 
pany. 

Such a dual posture would be just as 
incongruous as that of the man who 
actually administers the functions of 
both treasurer and controller. In both 
cases, the man responsible for the orig- 
inal interpretation and recording of 
transactions presumes to check and pass 
upon the propriety of such recordings 
as if he were performing two wholly 
incompatible functions free from any 
and all bias which the one might im- 
pose upon the other. 


CANNOT BE AUDITOR Too 


Many accounting engagements look 
primarily to the relationship between 
the management and the accountant. 
Whenever the C.P.A. serves manage- 
ment in a dual capacity as auditor and 
chief financial officer, there is present 
the danger of an infraction of theoreti- 
cally sound corporate control in re- 
spect of functional division of responsi- 
bilities. It may be possible to provide 
proper safeguards and division of re- 
sponsibilities to overcome the obvious 
infraction, but the man who directs the 
original interpretation and recording 
of transactions, and who may in fact 
influence the tack of dealings before 
they are consummated, is not qualified 
to audit those same transactions. It is 
possible, although questionable, to serve 
management satisfactorily under such 
circumstances, but when it comes to the 
relationship between the client and 
outsiders, the C.P.A. serving in such 
dual capacity is clearly disqualified as 
independent auditor. He may make 
the primary representations on behalf 
of the corporation in his capacity as 
chief accounting officer, but he lacks 
the independence required to render a 
competent opinion concerning the fair- 
ness of the financial representations 





made by the corporation. The latter, 
if you please, is the normal capacity of 
the C.P.A. as a professional man, the 
former takes him out of that profes- 
sional sphere, and he becomes, to all 
intents and purposes, a corporate of- 
ficer; just as a lawyer may serve in his 
professional capacity as an independent 
attorney, although in other cases he 
may serve a corporation as an employee 
in the capacity of general counsel. 


DEMAND THAT CONTROLLERS SIGN 
STATEMENTS 


Under the Companies’ Act of Great 
Britain, financial officers of corpora- 
tions are required to sign the financial 
statements issued to stockholders; there 
are in fact penalties imposed for fail- 
ure to do so. In this country, also, 
there is a growing sentiment, if not 
demand, for the same procedure. The 
S.E.C. requires the signature of the 
chief accounting officers of corporations 
on registration statements. Several large 
companies make it a practice to pub- 
lish statements bearing the signatures 
of accounting officers, as well as the 
report of independent C.P.A.s The ex- 
tension of this practice, I believe, 
would be beneficial, and would tend 
to straighten out the prevalent miscon- 
ceptions concerning the function of the 
independent C.P.A. 

The present form of report of the 
independent C.P.A. reads as follows: 


“We have examined the balance sheet of 
the XYZ Company as of blank date, 
and the statements of income and sur- 
plus for the fiscal year then ended, have 
reviewed the system of internal control 
and the accounting procedures of the 
company and, without making a de- 
tailed audit of the transactions, have ex- 
amined or tested accounting records of 
the company and other supporting evi- 
dence, by methods and to the extent we 
deemed appropriate. Our examination 
was made in accordance with generally 
accepted auditing standards and in- 
cluded all procedures which we consid- 
ered applicable in the circumstances. 

“In our opinion, the accompanying bal- 
ance sheet and related statements of in- 
come and surplus present fairly the 
position of the XYZ Company at blank 
date, and the results of its operations 
for the fiscal year, in conformity with 
generally accepted accounting principles 
applied on a basis consistent with that 
of the preceding year.” 

(Please turn to page 192) 
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Whose Balance Sheet Is It? 
(Continued from page 190) 

Not only the general run of clients 
and the public, but many members of 
the profession, have had to be per- 
suaded and educated as to the propriety 
of this form. The opening sentence 
was couched deliberately to point out 
that the primary representations made 
in the statements are those of the is- 
suer, covering which the accountant 
then expresses an opinion. Some literal- 
minded individuals insist: ‘“The com- 
pany did not make up the statement, 
I did.” “I did not examine the balance 
sheet; I prepared it.” “I examined the 
underlying records; why should I say 
that I examined the balance sheet, 
when I examined the books and ac- 
counts ?”” 

This line of argument is akin to the 
old question: which came first, the hen 
or the egg? The balance sheet is the 
ultimate summary of all that is ex- 
pressed in the books and accounts, and 
of all that has been subjected to audit 
by means of the usual sampling and 
testing pursued by C.P.A.s. It pre- 
sents the picture in the form in which 
the reader appraises the situation. It 
is no half-truth to say that the figures 
in the balance sheet came from the 
books and other underlying records. It 
is inherent that these subordinate data 
have been examined by generally ac- 
cepted methods pursuant to the stand- 
ards of the profession and that the 
final picture is the thing concerning 
which the independent C.P.A. ex- 
presses his opinion. It is also unde- 
niable that, in the absence of explana- 
tion or exception appearing in the audi- 
tor’s report, these underlying figures 
have been adjusted in respect of un- 
recorded liabilities, if any, and that 
differences of opinion between the au- 
ditor and the client have been ironed 
out by adjustment or otherwise to the 
satisfaction of both parties. 


AUDITOR’S OPINION RELATES TO 
BALANCE SHEET 


I repeat that the auditor’s opinion 
clearly relates to the broad picture por- 
trayed in the final balance sheet and 
not to each and every last detail to be 
found in the supporting records. It is 
essential and appropriate, therefore, 
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that the auditor's report should ad- 
dress itself to the vital and final fi- 
nancial statement at issue. The refer- 
ence to the examination of the balance 
sheet is primary, the reference to un- 
derlying details examined is secondary ; 
and that is the order of reference in 
the standard short-form of report. 
Whether or not the auditor undertook 
the preparation of the balance sheet is 
of no importance from the standpoint 
of the responsibility for the representa- 
tions made in the statement. That re- 
sponsibility rests with the client, and 
the secondary responsibility (by no 
means a light one) rests upon the 
CP.A. 

In taking that position, the C.P.A. 
seeks to avoid vo duty which is rightly 
his; he seeks only to segregate clearly 
that which is the client’s from that 
which is the auditor’s. In performing 
his service it is necessary that he make 
a competent examination of the balance 
sheet and its supporting details, and 
that on the basis of an examination ap- 
propriate in the circumstances, he shall 
satisfy himself that he is able to ex- 
press an informed and competent opin- 
ion as to the fairness of the representa- 
tions made. 

In the usual case, no C.P.A. signs 
his report without first submitting the 
financial statements to the client for 
critical review and approval. He wants 
to be assured that, to the best of the 
client’s knowledge and belief, the state- 
ments present correctly the position of 
the company. He requests and receives 
this assurance just as he obtains other 
information from officers and employ- 
ees of the company incident to his ex- 
amination; he does not accept such 
information blindly; he receives it and 
assays it along with all of the other 
evidence which he receives and ex- 
amines in the course of the audit. 


Two SETS OF STATEMENTS PREPARED 


In the larger well-organized com- 
panies, as the year-end internal and 
external audits progress, each group 
prepares independently the financial 
statements according to its own find- 
ings. Upon completion, these two sets 
of statements are checked against each 
other, differences are reconciled, points 
are argued, and adjustments are made 





to the mutual satisfaction of both par- 
ties, and the final form and substance 
of the statements are agreed upon. 
But, some say: “You are talking 
about ideal situations; there are many 
cases where the client does not have the 
personnel competent to prepare clos- 
ing entries and financial statements; all 
of this has to be done by the C.P.A., 
and the client has to take his word for 
everything.” ‘Under such circum- 
stances,’ they ask: “How can the 
C.P.A. say that he has examined the 
balance sheet?” To this the answer 
is: ‘“Why not?”’; or in the vernacular: 
“So what?” All of us have had experi- 
ence in circumstances of this kind. 


FUNCTION Is TO EXPRESS OPINION 


There are very few managers, in- 
deed, who do not have a pretty good 
idea of where they stand, or, if they 
have erred in their appraisal, cannot be 
convinced of the propriety of the ad- 
justments advocated by the accountant. 
When these are discussed with manage- 
ment, when management approves the 
adjustments and the final statement, it 
follows that management must either 
fish or cut bait. Management must ac- 
cept the balance sheet as its own repre- 
sentation of the financial position of 
the business, or it must dissent. If 
management fails or refuses to do one 
or the other, the accountant has no 
basis for exercising his professional 
function: that of expressing his opinion 
concerning the financial representations 
made by others. He must, therefore, 
express that exception in his report, or 
he must step aside. If he assumes the 
prerogatives and responsibilities of an 
officer of the corporation and makes 
the primary representations, he is not 
serving as an independent C.P.A., and 
he assumes a function other than nor- 
mal at his own peril. 

There are other situations, such as 
arise in prospective purchase or sale of 
companies, where the accountant rep- 
resents a client other than the owner 
of the business examined. Ordinarily, 
such situations involve representations 
or warranties by the vendor. The C.P.A. 
may have unhindered access to records, 
but he may be denied the right to in- 
fluence the amendment of representa- 
tions or the correction of records. He 











should then submit a report presenting 
his findings, clearly setting forth the 
differences between such results and 
the representations of the vendor. 
There is no radical distinction in these 
circumstances; it is purely a matter of 
expressing the dissent, and of reconcil- 
ing the representations of the vendor 
with the findings of the auditor. The 
independent C.P.A. has still “examined 
the balance sheet of the ABC Com- 
pany,” and has submitted a report with 
explanations and exceptions which 
clearly and unequivocally show the dif- 
ferences which appear between the 
views of the respective parties. 

In conclusion, and at the risk of 
repetition, it seems appropriate, in 
every case in which the certified public 
accountant expresses a professional 
opinion concerning accompanying fi- 
nancial statements, to say that he has 
examined the financial statements, and 
that for that purpose he has examined 
or tested underlying records. His opin- 
ion relates to the financial statements; 
third parties have the right to assume 
that the primary representations made 
in the statements are those of the is- 
suer, and that the certified public ac- 
countant expresses his opinion concern- 
ing the fairness of such representations. 
This relationship is fundamental in our 
professional practice; it is important 
that this relationship be expressed in 
our reports, and reference to the exami- 
nation of the financial statements of 
the XYZ Company expresses that re- 
lationship directly and clearly. 


The Effects of the Defense Program 
on the National Income 
(Continued from page 181) 
joyed, I hasten to add that the 
inflation in prospect is not like the 
German inflation of 1919-1923, but 
rather like ours of 1917-1920, or the 
Civil War inflation. Our money will 
not become entirely worthless even 
if the war lasts three or four years. 
And, as I said before, we still have 
a little time to take the measures 
necessary to prevent inflation. A 
modern war cannot be so financed or 
waged as to make a nation pros- 
perous, but it can, with foresight and 
luck, be prevented from being ir- 
reparably destructive to the victor 
as well as the vanquished. And al- 
though there does not seem to be any 
surplus of foresight, the United 
States has usually been lucky when 

it counted the most. 
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Can Single Set of Books Serve Both 


Management and Government? 


By Herman A. Papenfoth 


At any time, due to economic prog- 
ress and change, there are influences 
which affect accounting policies. There 
. has probably been no period of the 
same duration, however, when account- 
ing principles and practices have been 
subjected to greater tests and closer 
scrutiny than during the last few years, 
as we have witnessed almost unlimited 
legislation toward the regulation of 
. busiriess through taxation and other 
means. 

A review of accounting trends is 
timely and always of interest to ac- 
countants. Under ‘‘Changing Trends 
in Accounting’’ we might consider the 
questions : 

(a) How can a single set of books or rec- 
ords be maintained to serve manage- 
ment and still meet government re- 
quirements? 

(b) Are tax laws encouraging changes in 
the treatment of revenue and capital 
expenditures and in the classification 
of expenses? 


We become so absorbed in the study, 
interpretation, and understanding of 
the latest regulatory laws that we may 
sometimes torget or hardly have the 
time to consider the accumulated effect 
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This paper was entitled “Changing Trends in Accounting’ 
when Mr. Papenfoth, of the Trumbull Electric Manufacturing 
Company of Plainville, Connecticut, presented it on April 2, 
1941, at a meeting of the Connecticut Control, of The Control- 


The effect of the many laws enacted during the past eight 
years—which have to do with business, accounting, record 
keeping, and reporting—on accounting trends and the manner 
in which various transactions are handled in the accounts, in the 
light of these enactments, is an interesting subject on which 
Mr. Papenfoth has thrown much light. 


—THE EDITOR 








of these influences on well established 
accounting principles and practices. 

As accountants and controllers, and 
without considering the many side- 
lines and details involved, what is our 
principal responsibility and function in 
an organization? We are expected to 
give an accounting of the business, of 
its worth and its accomplishments, to 
interpret, to recommend. In our con- 
sideration of this subject we will deal 
with accounting trends relating to the 
manufacturing industry. 

Stated briefly, and non-technically, 
we endeavor to account for values and 


__ liabilities through the balance sheet, 
| and reflect through the profit and loss 


or income statement what has been 
accomplished currently by putting these 
values to work. We are in business to 
make a profit on an investment, or at 
least this has been our objective. The 
future may hold for us merely an ac- 
counting for these values and current 
activity without making a profit, or pos- 
sibly even incurring a loss, operating 
not unlike the federal government it- 
self. Obviously, such a program can- 
not be followed indefinitely, although 
we have seen the Government debt in- 
crease from approximately $1,200,000,- 
000 in 1914 to twenty odd billion fol- 
lowing the last World War, now ap- 
proaching $50,000,000,000, and on 
the way up to $65,000,000,000. 
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Federal legislation which has been 
enacted during the past decade affect- 
ing business and accounting thereof 
may be grouped broadly under four 
headings: 

. Federal Tax Legislation 

. Federal Labor Legislation 

. Federal Trade Practice Laws 

. Federal Legislation concerning Na- 
tional Defense 


mR WN = 


There is much additional legislation 
affecting specific industries and other 
activities but we shall limit our consid- 
eration to these four broad classifica- 
tions and their resulting effects. We 
shall not review here the full scope of 
this legislation but can hope only to 
cover some of the questions and prob- 
lems presented. 


Federal Tax Legislation 

(a) Tax Review 

We have seen tax legislation enacted 
in the early days when 15 per cent. or 
less represented the rate of corporation 
income tax, and was all that was ex- 
acted from corporations by the federal 
government. We have seen this increase 
to a normal income and defense tax 
rate of 24 per cent., not including a 
capital stock tax, a declared value ex- 
cess profits tax based thereon or the 
1940 excess profits tax, all of which 
in the aggregate results in a tax rang- 
ing from 30 per cent. to 40 per cent. 














of total income under existing levels 
of business activity. For 1941 we can 
look forward to further tax increases 
which in the aggregate may equal 50 
per cent. of total taxable income. 

Such a program of taxes is bound to 
have some effect on financial and ac- 
counting policies of any operating busi- 
ness. 


(b) Capital and Revenue Expenditures 

When expenditures are made in a 
business involving substantial invest- 
ments we must decide what is to be 
capitalized and what is to be charged to 
expense. Subconsciously or otherwise 
we consider what effect one policy or 
the other will have on taxes. Conserva- 
tive accounting practice might dictate 
that we charge to expense some such 
major expenditure, but in the face of 
a program of increasing taxes there may 
be some tax advantage in capitalizing 
such expense, or setting it up as a de- 
ferred expense to be liquidated over a 
period of years, all of which may be 
perfectly within the provisions of the 
tax laws. Can we deny that this does 
not have an effect on the trend of ac- 
counting ? 

As a case in point, we might con- 
sider the purchase of some existing idle 
plant facilities. How much do the tax 
laws influence our decision in deciding 
what part of the reconditioning of this 
building should be expensed or cap- 
italized ? 


(c) Depreciation Policies 

Depreciation policies have been in- 
fluenced by Treasury Decision No. 4422 
and by the activities of tax examiners, 
which has made it increasingly more 
difficult, or practically impossible, to 
maintain one set of records which will 
satisfy the requirements of both man- 
agement and the government. 

This applies not only to expendi- 
tures affecting capitalized items and 
depreciation policies but also expendi- 
tures which may involve some major 
development project. For example, in 
the latter category would be included 
a major development project involv- 
ing research and other expenses in- 
curred over a period of years. The final 
marketable apparatus, if and when suc- 
cessful, may be far removed from any- 
thing resembling the apparatus in its 


The Controller, May, 1941 


early state of development. Conserva- 
tive accounting practice and the desire 
of management would be to expense a 
substantial part of this expenditure as 
incurred. The Internal Revenue De- 
partment, through its examiners, may 
take the position that one part or an- 
other of this expense should be set up 
as a deferred item and liquidated over 
a period of five years or ten years, de- 
pending on the classification or group- 
ing of expenses as determined by them. 
Thus, we have the choice of establish- 
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ing values according to a conservative 
policy dictated by management fa- 
miliar with the industry in which they 
are operating, or the acceptance of the 
government basis of valuation as estab- 
lished by tax examiners who are in- 
fluenced largely by the desire to obtain 
some additional taxes from the tax- 
payer for the particular year under re- 
view. This, after all, is the examiner’s 
job and no implications are intended 
as to the fairness of the position taken. 


(Please turn to page 196) 
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Can Single Set of Books Serve Both 
Management and Government? 


(Continued from page 195) 
(d) Manufacturing Costs 

On the definition of manufacturing 
costs there is no agreement even among 
accountants, and the probability of get- 
ting together on this one question is 
postponed into the future unless we can 
be legislated into agreement. 

We are generally agreed as to what 
constitutes direct material, but this is 
not true of direct labor or factory over- 
head. Some manufacturers use one gen- 
eral factory overhead only, while others 
establish separate overheads by manu- 
facturing departments or production 
centers, based on the careful alloca- 
tion of various expenses to reflect as 
nearly as possible the correct expense 
distribution as applied to specific classes 
of product or to these production cen- 
ters. This difference in overhead appli- 
cation will, in itself, result in tax sav- 
ings or tax losses over a period of 
years, since a single total overhead cov- 
ering all factory operations may not 
correspond with the overhead content 
in the physical inventories when taken 
and recorded. 

Standard cost systems are now gen- 
erally accepted as good practice and 
have shown considerable growth over 
the past ten or fifteen years, but we 
have not yet established any consistent 
practice in the treatment of standard 
cost variations, as to whether they are 
to be included as a part of cost of 
goods sold in arriving at gross earnings, 
or whether these variations are to be 
deducted directly thereafter or under 
the lower section of the profit and loss 
account. I believe it is a fairly well 
established practice that when a stand- 
ard cost system is in operation, varia- 
tions from standard—tepresenting in- 
creased costs—should be included as a 
part of the inventory valuation, whereas 
variations classed as a volume variance 
would not be included as ‘a part of 
such inventory valuation. Variations in 
the latter category would represent fail- 
ure to earn operating expenses and 
would be deducted or charged direct 
to the profit and loss account or to a 
reserve provided for that purpose. 
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(e) Classification of Expenses 

There is no uniform practice fol- 
lowed by manufacturers even in the 
same line of industry, with respect to 
the classification of expenses, as to what 
is included under factory, administra- 
tive and selling expenses respectively. 

It has been advocated that there are 
only two major expense divisions, 
namely: (1) Factory Expenses and (2) 
Distribution Expenses, and that so- 
called Administrative Expense can be 
included under one or the other of 
these groups. Such a policy, again, has 
its effect on inventory valuation, net 
taxable income, and on profits as re- 
flected in the books. 

As a general policy, the lower the 
basis of inventory valuation, the greater 
the tax advantage for a growing enter- 
prise during the up and down swing of 
business over the business cycle. There- 
fore, the greater amount of factory ex- 
pense which is diverted or classified 
under some other expense group, not 
included as a part of the inventory 
valuation, the greater the tax advantage. 


(f) Valuation of Inventories 

Under the standard accounting sys- 
tem as outlined by the National Elec- 
trical Manufacturers Association, all 
development and experimental costs, 
shop losses, and boxing costs are in- 
cluded as an addition to factory cost, 
but not as a part thereof in the valua- 
tion of inventories. As a consistent 
policy this is acceptable to the Internal 
Revenue Department. Consistency plays 
an important part in accounting and in 
what is acceptable to the Internal Reve- 
nue Department. This is understand- 
able, since it would be highly imprac- 
tical to lay down a hard and fast rule 
to apply to all industry alike. 

The policy of valuing inventories at 
cost or market, whichever is lower, is 
fairly well established and generally 
followed, but the extent to which mar- 
ket values (when lower) are reflected 
in the inventory valuation throughout 
raw, processed and finished goods is 
by no means consistent. 


Federal Labor Legislation 

There has been a great deal of labor 
legislation which has both directly and 
indirectly affected profits and account- 





ing practices. Outstanding among these 
is the Wage-Hour Act which provides, 
among other features, for payment of 
time and one-half for hours worked in 
excess of 40 hours per week; and there 
is the Walsh-Healey Public Contracts 
Act which makes similar provision and 
in addition time and one-half for hours 
worked in excess of 8 hours each day. 

I would venture to say there is no 
consistent practice followed as to where 
this half-time overtime payment is in- 
cluded in the accounts. One practice 
is to include the overtime allowance for 
factory wage earners as a part of gen- 
eral factory overhead, in no way de- 
partmentalizing it or attempting to 
subdivide that part which applies to 
direct labor in distinction from that 
part which applies to indirect labor. In 
the cases of salaried employees, the dis- 
tribution of any overtime payment fol- 
lows the distribution of the regular sal- 
ary for individuals. The treatment of 
these overtime allowances naturally af- 
fects the overhead picture. 

Under the broad heading of Labor 
Legislation I would include Social Se- 
curity legislation, since it embraces em- 
ployee benefits. It would be interest- 
ing to have an exchange of ideas on the 
treatment of Social Security taxes in the 
accounts. Should Social Security taxes 
follow the distribution of the wages to 
which these taxes attach? Under one 
treatment of Social Security taxes we 
may distribute them to three separate 
“Social Security Tax’? accounts under 
(1) Factory Expense, (2) Adminis- 
trative Expense, (3) Selling Expense. 
The amount of these Social Security 
taxes, while determined and accrued 
for monthly, may be distributed to 
these three major expense subdivisions 
on an estimated basis during the year 
and adjusted at the year end according 
to the distribution of total payrolls for 
the full year to these major expense 
classifications. This does not take into 
account differences which might occur 
by reason of non-taxable wages in ex- 
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cess of the first $3,000 applying un- 
equally to Factory, Administrative and 
Selling Expense divisions. 


Federal Trade Practice Laws 
and Corporation Financing 


Under this heading there have been 
a number of laws enacted but we have 
heard more particularly of two—the 
Robinson-Patman Act and those laws 
administered by the Securities Exchange 
Commission. 


(a) Robinson-Patman Act 

The Sherman and the Clayton anti- 
trust laws were designed to curb big 
business in its drive toward production 
monopoly. To accomplish this curb 
the acts condemn discriminations of 
price if the effect was merely—'‘to sub- 
stantially lessen competition or tend to 
create a monopoly.” The Robinson- 
Patman Act purports to amend the 
Clayton Act to some extent, simplify- 
ing it by adding some wording to the 
above phrase which now makes it read, 
—"‘to substantially lessen competition 
or tend to create a monopoly, or to 
injure, destroy, or prevent competition 
with any person who either grants or 
knowingly receives the benefit of such 
discrimination or with customers of 
either of them.” 

Specifically, therefore, the Robinson- 
Patman Act is merely an amendment 
of the Clayton Act which serves to de- 
fine and amplify the price discrimina- 
tion provision. We hardly have time 
to review all the implications of the 
Robinson-Patman Act but from an ac- 
counting viewpoint it becomes increas- 
ingly more important to define costs 
and to have available in the accounts 
and supplementary records any infor- 
mation necessary to substantiate the 
contentions involving costs and selling 
prices. If it can be demonstrated by 
cost accounting that a lower price is a 
direct result of savings effected by pur- 
chase in larger quantity, by lower sales 
cost or by the buyer’s close proximity 
to the point of delivery, and that this 
lower price is available to all buyers in 
similar situations, the lower price is no 
discrimination under the act. This 
demonstrates the utility of cost account- 
ing in determining a price system and 
the practical impossibility of defending 
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any complaint without adequate cost 
records. 


(b) S.E.C. Laws 


Under the Securities and Exchange 
Commission are administered six dif- 
ferent laws which have been enacted 
which from a non-technical standpoint 
can be briefly described as laws directed 
toward four main purposes: 

1. The assurance of fair disclosure of 
the material facts relating to new 
issues of security offered to the pub- 
lic. 

2. The regulation of stock exchanges 
and over-the-counter transactions so 
as to prevent the manipulation of 
security prices and consequent fraud 
on investors. 

3. The establishment of fair standards 
in corporation reorganizations. 

4. The regulation of holding com- 
panies and holding company systems 
in the electric light-gas business. 


Under the S.E.C. legislation it will 
be noted that there is no authority to 
interfere with the actual operations or 
internal management of operating busi- 
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ness as distinguished from finance. 

Statements required by the Securi- 
ties and Exchange Commission from 
corporations must, of necessity, be sub- 
mitted with some degree of uniformity 
so that disclosures to investors are pre- 
sented on a relatively comparable basis. 

The statements which must be filed 
with the Securities and Exchange Com- 
mission are subject to strict rules and 
regulations and call for uniform classi- 
fication of the information thus sub- 
mitted. This, in itself, is another strong 
influencing factor or force affecting ac- 
counting policies and practices not only 
of those companies who are required 
to file reports with the S.E.C., but the 
effect is likely to react further, not un- 
like the history of the income tax laws 
and their effect on smaller corporations 
and business associations as well as on 
the large corporations. 


National Defense Legislation 
and Government Contracts 


The full effect of National Defense 
legislation, including the Lease-Lend 
(Please turn. to page 198) 
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Can Single Set of Books Serve Both 
Management and Government? 
(Continued from page 197) 

Bill and legislation pertaining to gov- 
ernment contracts, has not yet been felt 
but we know from past experience that 
complete and adequate records are es- 
sential in supplying information re- 
quired and in sustaining any position 

which we may take. 

With the increasing load of in- 
creased business resulting directly or 
indirectly from defense activities and 
government contracts, the matter of 
plant facilities and capacity enters the 
picture. Several methods are available 
for the financing of additional facili- 
ties and the amortization of plant in 
a five year period. In order to obtain 
the privilege of amortizing increased 
facilities for tax purposes within the 
five year period it is necessary to ob- 
tain a Certificate of Necessity from the 
Secretary of the Navy or the Secretary 
of War, stating that such facilities are 
“necessary in the interests of National 
Defense during the emergency period.” 
It is also necessary to obtain a certificate 
of government protection which states 
that the government’s interest in the 
future use and disposition of the fa- 
cilities is adequately protected in its 
agreement with the contractor. 

This is another condition which will 
create new accounting problems and 
the accounting treatment of such fa- 
cilities will have a bearing on future 
operations. It may aid or injure the 
competitive position of a business de- 
pending on what the future holds, 
which is anyone's guess. 


Conclusion 


One of the questions considered in 
the introduction of this subject was 
whether one set of books or records 
could be made to satisfy government 
requirements and likewise serve and 
satisfy management’s policies. Obvi- 
ously, the answer is that we cannot at 
this time bring the two entirely in line. 
For the time being, at least, there is 
some overlapping of records and to 
some extent some unnecessary red tape 
has resulted which ordinarily could be 
dispensed with in the operation of a 
business under policies ordinarily pur- 
sued by management. 


— 
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Another question considered in the 
introduction was whether tax laws were 
encouraging changes in the treatment 
of revenue and capital expenditures 
and in the classification of expense. I 
do not believe there is doubt in any- 
one’s mind but that this has taken place 
and is with us in our every day deci- 
sions which must be made. 

Just as the income tax law compelled 
business to adopt better accounting 
methods, the requirements under the 
Wage-Hour Act, Social Security Laws 
and laws enacted under S.E.C. legisla- 
tion have, and will, bring about further 
improvements in accounting records, 
wage data and payroll records. 

We may even find more accountants 
coming to agree on our common ac- 
counting problems. All in all, the out- 
look for better accounting appears to 
be on the favorable side. 





CONTROLLER DESCRIBES 
EXPANSION PLAN 


Mr. Harry A. Snow, controller of 
The Detroit Edison Company and a 
member of The Controllers Institute 
of America, has an interesting article 
in the April issue of “Synchroscope” 
which is published monthly by the 
company in the interests of its em- 
ployees. He writes that two big tur- 
bines are the outstanding features of 
construction work for this year. 

The reason for installing the two 
new turbines is to be extra sure that 
the company will have enough ca- 
pacity to supply every need of its 
customers in these important days. 
The company is investing about 
$11,000,000 in this new generating 
machinery. Total expenditures for 
new construction work in 1941 will 
exceed $14,000,000. 
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President Controllers Institute of America; Thomas J. Watson, President, International 

Business Machines Corporation, Speaker at Conference Dinner; Verl L. Elliott, 
Atlantic Refining Company, President, Controllers Institute of America. 








eae: 





The Controller, May, 1941 








BOOK REVIEWS 








“MIDDLE MANAGEMENT—THE JOB 
OF THE JUNIOR ADMINISTRATOR,” 
by M. C. H. Niles. Harper & Brothers 
Publishers, New York. 270 pages. $3. 
The author states in the preface of this 

book that coordination is the central prob- 
lem of management and that the junior ad- 
ministrators are key people in achieving it. 
Through them top management carries out 
its coordinative responsibilities. Many illus- 
trations have been drawn from the author’s 
personal observation, and the stories have 
been modified to conceal the identity of 
companies and of persons. 

In the words of a national endorser of 
the book, “Here, finally, is a real analysis 
of the job of middle management—that im- 
portant corps of officers which functions 
between top management and the supervi- 
sory and lower levels of the organization.” 

This book has been written with particu- 
lar reference to business organizations hav- 
ing a considerable proportion of clerical 
work, but it also should have value for 
executives in non-clerical business and in 
government agencies. 

Reviewed by HARVEY M. KELLY. 


“THE OUTPUT OF MANUFACTUR- 
ING INDUSTRIES, 1899-1937,” by 
Solomon Fabricant. Published by the 
National Bureau of Economic Research, 
1919 Broadway, New York City. 700 
pages, 66 text tables, 24 charts, 4 ap- 
pendices. $4.50. 

The author states in his preface that the 
statistics brought together in this volume 
relate to a single major theme—the long- 
term changes in the volume and composi- 
tion of the output of American manufactur- 
ing industries between 1899 and 1937. The 
study is confined to that period chiefly be- 
cause it is only beginning with 1899 that 
reasonably adequate data on manufacturing 
production are available both in detail and 
at fairly close intervals. These data end 
with 1937, the latest year for which a 
census has been published, and the last 
peak of business activity preceding the 
present war. 

In Part One, the primary interest, he ex- 
plains, is in physical output, the actual 
quantities of goods produced in American 
factories. Part Two traces in greater detail 
the course of output for individual in- 
dustries and for the groups into which they 
have been classified. While the description 
of what has taken place in the productive 
field of manufacturing is the primary ob- 
ject of this volume, the author has an- 
other purpose in this study. It is designed 
also to provide a base for an investigation 
of the changes that occurred during the first 
four decades of this century in the rela- 


tionship between manufacturing employ- 
ment and output, and of the rising ef- 
ficiency of productive effort in factory 
establishments. The results of this further 
study will be published in another volume 
at a later date. 

Reviewed by HARVEY M. KELLEY. 


“BOOKKEEPING — ACCOUNTING EX- 
AMINATIONS” by Leo A. Schmidt, Pro- 
fessor of Accounting, Marquette University. 
The Pergrande Publishing Company, 3331 
North Bartlett Avenue, Milwaukee, Wiscon- 
sin. 160 pages. $3. 

This book is just off the press and contains 
hundreds of test questions and accounting 
problems of the latest style in use in city, 
county, state, and federal civil service ex- 
aminations, and includes five complete, 
timed examinations of graded difficulty. 
Answers to all problems are given in the 
back portion of the book. The book, how- 
ever, does not pretend to be a full prepara- 
tion for examinations in its field. Such prep- 
aration can be secured only by a thorough 
study of the subject as presented in some 
standard text book in recognized residence 
or correspondence schools. 

Reviewed by HaRvEY M. KELLEY. 


“THE RETAIL INVENTORY METHOD 
IN PRACTICAL OPERATION,” by 
H. I. Kleinhaus, General Manager, Con- 
trollers’ Congress, National Retail Dry 
Goods Association. Published by Con- 
trollers’ Congress, New York. Paper 
cover, pamphlet, 29 pages. $1. 

The purpose of the pamphlet is to de- 
scribe briefly a retail inventory method, 
particularly with the idea of aiding smaller 
stores to install and execute the system. It 
explains what the retail inventory method is 
designed to do, and how in its operation 
the objective is accomplished. Any one 
having a good knowledge of double entry 
bookkeeping and some understanding of 
merchandising processes can install the 
system. The author warns, however, that 
its satisfactory operation requires the co- 
operation of all the store executives. 

Reviewed by HARVEY M. KELLEY. 





| INSTITUTE’S YEAR 
BOOK DUE SOON 
The 1940 Year Book of 
The Controllers Institute of 
America will be ready for dis- 
tribution late this month. 
These publications, taken 
as a group, trace the progress | 
of controllership during the 
past nine years. 
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INSTITUTE ACTIVITIES 








NEW MEMBERS ELECTED 


At a meeting of the Executive Committee 
of The Controllers Institute of America, 
held May 1, 1941, the applicants named be- 
low were elected to active membership in 
The Institute: 


PHIL J. BERNER 
Phoenix Hosiery Company, Milwaukee. 
RAYMOND L. BISCHOFF 
Kearney & Trecker Corporation, 
waukee. 
BuRTON P. BRUCKMAN 
The Meyercord Company, Chicago. 
FRANCIS E. CARPENTER 
Manitowoc Shipbuilding Company, Mani- 
towoc, Wisconsin. 
GAY CARROLL 
Humble Oil & Refining Company, Hous- 
ton. 
CARL O. CRAIG 
Arrowhead and Puritas Waters, Inc., Los 
Angeles. 
MAURICE E. GRIFFIN 
Woodall Industries, Inc., Detroit. 
W. M. HAWKINS 
Parke, Davis & Company, Detroit. 
EVERETT M. HIcKs 
Norton Company, Worcester, Massachu- 
setts. 
WILarD D. HOLT 
Provident Mutual Life Insurance Com- 
pany, Philadelphia. 
HENRY L. JUNG 
Underwood Elliott Fisher Company, New 
York City. 
A. F. KESSLER 
Chain Belt Company, Milwaukee. 
BENJAMIN A. KIEKHOFER 
Union Refrigerator Transit Lines, Mil- 
waukee. 
E. C. KIELKOPF 
Koppers Company, St. Paul, Minnesota. 
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IRVING KIMBALL 
Parks-Cramer Company, Fitchburg, Mass- 
achusetts. 

RAYMOND A. LAUB 
George Laub’s Sons, Buffalo. 

ROBERT R. MERKLE 
Shick Dry Shaver, Inc., Stamford, Con- 
necticut. 

GLENN Moore 
Automatic Canteen Company of America, 
Chicago. 

JoHN G. Moss 
A. J. Lindermann & Hoverson Company, 
Milwaukee. 


LYMAN W. OEHRING 
The Lufkin Rule Company, 
Michigan. 
HAROLD PEARSON 
American Mineral Spirits Company, Chi- 
cago. 
JOHN M. PoPKEss 
City Bond & Mortgage Company, Kansas 
City, Missouri. 
E. C. Prior-LEAHY 
Lawyers Trust Company, New York City. 
Dick RODDEWIG 
Poole Bros., Inc., Chicago. 
J. J. SCHWANDER 
Pheoll Manufacturing Company, Chicago. 
JOHN B. TAYLOR 
Dixie-Vortex Company, Easton, Pennsyl- 
vania. 
CHARLES E. WRIGHT, JR. 
The Univis Lens Company, Dayton, Ohio. 


Saginaw, 


MEETINGS OF CONTROLS 


CINCINNATI 


DAYTON 
Topic: “THE PLACE OF THE CON- 
TROLLER IN BUSINESS TODAY” 
The annual joint meeting of the mem- 
bers of the Cincinnati and Dayton Con- 
trols was held on April 18 at the Van 
Cleve Hotel in Dayton. The ladies were 
invited to attend. After dinner, the pro- 
gram was divided in two parts. The ladies 
adjourned to a separate room and enjoyed 
cards and other games. The men con- 
tinued with the meeting. The speaker 
was Mr. Howard Knapp, president of the 
Clyffside Brewing Company of Cincinnati, 
and his subject was “The Place of the 
Controller in Business.’””’ There was a 
good-sized delegation from the Cincinnati 
Control and everybody enjoyed the hos- 
pitality extended by the members of the 
Dayton Control. 


DETROIT 
Topic: MID-WESTERN CONFER- 
ENCE 
In place of the regular monthly meet- 
ing, the Detroit Control was host at the 
Fourth Mid-Western Conference of The 
Institute which was held on April 20-21 
at the Book-Cadillac Hotel, Detroit. 
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BALTIMORE 


DISTRICT OF COLUMBIA 
Topic: “THE GOOD NEIGHBOR 
POLICY OF THE AMERICAS” 


A joint meeting of the Baltimore and 
District of Columbia Controls was held in 
Washington on April 22 at the Carlton 
Hotel. The speaker was Dr. Eugenio 
d’Enzero, attaché of the Mexican Embassy 
who gave a timely address pertaining 
to the good neighbor policy of the Amer- 
icas. These exchange visits of the Con- 
trols have always been enjoyable and an 
especially interesting evening was spent 
together. 


INDIANAPOLIS 
Topic: “EXCESS PROFITS TAX” 


The monthly meeting of the Indian- 
apolis Control was held on April 23 at 
the Hotel Antlers. The subject was ‘“Ex- 
cess Profits Tax” and the discussion leader 
was Mr. Troy G. Thurston, a partner in 
the firm of George S. Olive and Company. 
This was the second meeting held this 
year on the subject and was made neces- 
sary because of the change in the law. 
The entire membership had been urged to 
be present at the meeting and learn some- 
thing about the new Excess Profits Tax 
Law. 


KANSAS CITY 
Topic: CURRENT PROBLEMS 


The regular monthly meeting of the 
Kansas City Control was held on April 21 
at the Kansas City Club. The program was 
in the nature of questions and answers 
with a board of experts on hand to han- 
dle the discussions. The technical chair- 
man was Mr. Mayben P. Newby of the 
Skelly Oil Company. The meeting was a 
very productive one and was conducted 
in an interesting manner. 


LOS ANGELES 


Topic: “ACCOUNTING PROBLEMS 
IN THE MOTION PICTURE IN- 
DUSTRY” 


Mr. Rodney S. Durkee, president of the 
Lane-Wells Company, Los Angeles, a mem- 
ber of the Control, invited the members 
of the Los Angeles Control to be his 
guests at the California Club for the reg- 
ular meeting on April 17. Mr. Willard 
K. Craig, of Metro-Goldwyn-Mayer, also 
a member of the Control, had charge of 
the meeting and gave the members some 
very interesting material on the discus- 
sion topic “Accounting Problems in the 
Motion Picture Industry.”” There was a 
fine attendance at the meeting in response 
to Mr. Durkee’s generous invitation. 


MILWAUKEE 
Topic: “PRICES: THEIR RELATION 
TO CONSUMERS AND THEIR 
ECONOMIC EFFECTS ON BUSI- 
NESS” 
Professor Delbert J. Duncan, Depart- 
ment of Marketing, Northwestern Uni- 
versity, Evanston, Illinois, was the guest 
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speaker at the monthly meeting of the 
Milwaukee Control which was held on 
April 8 at the University Club. He spoke 
on “Prices: Their Relation to Consumers 
and Their Economic Effects on Business.” 
The meeting was open to guests. 


NEW ENGLAND 


Topic: “AUTOMATIC KEY-MAN OR 
SUPERVISORY CASH INCENTIVE 
BONUSES BASED ON DEPART- 
MENT SAVINGS” 


The monthly meeting of the New Eng- 
land Control which was held on April 
22 at the University Club, Boston, dealt 
with the general discussion of ‘‘Auto- 
matic Key-Man or Supervisory Incentive 
Bonuses Based on Departmental Savings.” 
It was in the form of a panel discussion 
under the direction of Professor Ross G. 
Walker, Harvard Graduate School of Busi- 
ness Administration, an associate member 
of The Institute. Discussion leaders were 
Mr. George E. Baskie, of the American 
Optical Company, Mr. E. E. McConnell, 
of The Norton Company, and Mr. Fred 
C. Thurston, of the American Optical 
Company. The subject matter was divided 
somewhat along the following lines: 
1—What the “Key-Man or Supervisory 
Bonus” is, and what it is intended to 
do for management. 

2—The possible pitfalls in applying it in 
practice. 

3—What to do to avoid these pitfalls or 
to get out of trouble once you get into 
it. 

4—The conclusions of practical men as to 
the values of such incentives. 


The meeting was open to guests. 


NEW YORK CITY 


Topic: EASTERN SPRING CONFER- 
ENCE 

The regular monthly meeting of the 
New York City Control was omitted, 
since the Control acted as host at the East- 
ern Spring Conference of The Institute 
which was held on April 14 at the Hotel 
Waldorf-Astoria, New York. 


PHILADELPHIA 


Topic: “MARKET RESEARCH AND 
ITS IMPORTANCE TO MANAGE- 
MENT” 


The chairman of the monthly meeting 
of the Philadelphia Control which was 
held on April 3 at the Penn Athletic Club 
was Mr. Thomas W. Dinlocker, president. 
The guest speaker, Mr. Wroe A. Alder- 
son, a member of the staff of the Com- 
mercial Research Division of the Curtis 
Publishing Company of Philadelphia, dis- 
cussed the subject “Market Research and 
Its Importance to Management.” The Cur- 
tis Publishing Company enjoys a splendid 
reputation for the authenticity and breadth 
of its commercial research program. Mr. 
Alderson is directly associated with the 
direction, preparation, and presentation 
of the comprehensive studies made by the 


department and made available to busi- 
ness Organizations. The Control was most 
fortunate in having Mr. Alderson bring 
his authoritative analytical discussions to 
its members and guests. 


PITTSBURGH 

Topic: “STATE TAXES” 

An informal discussion on “State Taxes”’ 
was held at the monthly meeting of the 
Pittsburgh Control on April 28 at Hotel 
William Penn. The leader was M. Clyde 
Sheaffer, Attorney-at-Law, who discussed 
Capital Stock, Corporate Loans and Cor- 
porate Net Income Tax assessed by the 
State of Pennsylvania. He took up first 
the Capital Stock Tax Report, interpreting 
the correct way to prepare this report and 
giving a possible reaction of the taxing 
authorities thereto. He also discussed 
Corporate Loans and Corporate Net In- 
come Tax Reports in the same manner. 
In his discussion, Mr. Sheaffer graciously 
considered questions offered by the mem- 
bers. 


ST. LOUIS 
Topic: “THE FEDERAL RESERVE 
SYSTEM’S PLACE IN OUR ECO- 
NOMIC STRUCTURE” 

The subject of transactions involving 
money is always intriguing, so the mem- 
bers of the St. Louis Control were pleased 
to have Mr. C. M. Stewart, cashier and 
secretary of the Federal Reserve Bank of 
St. Louis, as their guest speaker at the 
April meeting. This was held on April 
28 at the Missouri Athletic Club and the 
subject was “The Federal Reserve Sys- 
tem’s Place in Our Economic Structure.” 


ROCHESTER 


Topic: “RETIREMENT AND PEN- 
SION PLANS” 

Many companies are giving serious con- 
sideration to retirement and pension plans 
for their employes, in order to establish 
better employe relations and also to secure 
any tax saving advantages which may ac- 
crue. At the monthly meeting of the 
Rochester Control, which was held on 
April 30 at the Rochester Club, Mr. Bruce 
Sweet of Buffalo presented briefly the vari- 
ous types of retirement plans. For several 
years he has specialized in this field of in- 
surance and specifically in the relatively 
new pension trust plan. The usual ques- 
tion and answer period followed. 


SYRACUSE 


Topic: “ACCOUNTING REPORT CON- 
TENT OF INTEREST TO EM- 
PLOYEES” 


Professor George E. Bennett of Syra- 
cuse University was the guest speaker at 
the monthly meeting of the Syracuse Con- 
trol which was held on April 16 at the 
Industrial Club. He gave an interesting 
address on the subject ‘Accounting Re- 
port Content of Interest to Employees” 
and led the discussion on how much in- 
formation should be put in reports of 
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For Subsidiary Accounting: 
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ommended by leading accountants 
because of its speed — accuracy 
control—and ease of operation. 
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this type. Announcement was also made 
that the Syracuse Control will be host to 
the Buffalo and Rochester Controls at a 
regional meeting to be held at the Syra- 
cuse Hotel on May 13. Guests will be 
welcome. 


SAN FRANCISCO 
Topic: “GENERAL ASPECTS OF THE 
DEFENSE PROGRAM” 

Mr. W. M. Hale, vice-president of the 
Federal Reserve Bank of San Francisco, 
addressed the members of the San Fran- 
cisco Control at the monthly meeting on 
April 17 at the St. Francis Hotel. He 
spoke on “General Aspects of the De- 
fense Program,” a timely subject of great 
interest to all members. Mr. Frank Meley, 
of the H. C. Capwell Company, and chair- 
man of the Tax and Legislative Commit- 
tee of the Control, reported on tax mat- 
ters being considered by the Legislature 
in session at Sacramento. Plans were dis- 
cussed for the forthcoming Pacific Coast 
Conference of Controllers to be held in 
San Francisco in May. The April meet- 
ing was one of the most interesting and 
important meetings of the year. 


TWIN CITIES 
Topic: “INFLATION AS A CAUSE 
OF BOOMS AND DEPRESSIONS” 
The Program Committee of the Twin 
Cities Control heard an address at the 
monthly meeting on April 1 at the Min- 
neapolis Athletic Club, by Mr. William 
T. Kahlert, partner of Jamieson & Com- 
pany, stockbrokers. His subject was “In- 
flation as a Cause of Booms and Depres- 
sions.” Controllers are thinking about 
what effect inflation would have on the 
American way of life during the next 
few years, so Mr. Kahlert’s address had a 
tremendous interest for those present at 
the meeting. 


BUFFALO 
Topic: “GETTING DOWN TO ROCK 
BOTTOM IN INSURANCE” 

The regular monthly meeting of the 
Buffalo Control was held on April 8 at 
the Park Lane Hotel in Buffalo. The 
meeting was addressed by Mr. W. G. 
Morrison, secretary of the Associated Dry 
Goods Association, on the subject “Get- 
ting Down to Rock Bottom in Insurance.” 
Mr. Morrison is a lawyer by training and 
from his interests and experience was well 
qualified to approach the matter of in- 
surance from the practical point of view. 
He covered such questions as what a com- 
pany can afford not to insure, what is or- 
dinarily included or excluded from an 
insurance policy, and what to look for in 
insurance policies. His viewpoint was 
unbiased and disinterested and his address 
was extremely helpful. 


CHICAGO 
Topic: “BUSINESS UNDER TOTALI- 
TARIAN LEADERSHIP” 
Comments on the strictly off-the-record 
address by Mr. Lewis A. Marcus at the 


March meeting of the Detroit Control, led 
the chairman of the Program Committee 
of the Chicago Control, Vice President Ed- 
win W. Burbott, to invite Mr. Marcus as 
guest speaker at the April meeting of the 
Chicago Control. The meeting was held on 
April 29 at Fred Harvey’s Restaurant. Mr. 
Marcus spoke on “Business Under Totali- 
tarian Leadership.” Since 1930 he has had 
charge of buying for the S. S. Kresge Com- 
pany throughout continental Europe, and 
previous to that time was on the resident 
European buying staff of Butler Brothers 
of Chicago. He has been engaged in busi- 
ness under all three types of government— 
monarchy, republic and dictatorship—so 
the members received a most interesting 
glimpse at the psychology of human beings 
and business under complete dictatorship, 
from first hand experience. 


CLEVELAND 
Topic: “WHAT’S AHEAD IN UN- 
EMPLOYMENT COMPENSATION” 


President H. P. Thornton announced at 
the monthly meeting of the Cleveland Con- 
trol on April 8 at Hotel Cleveland, the 
appointment of a Nominating Committee 
composed of Mr. R. J. Snyder, Steel & 
Tubes, Incorporated, chairman; Mr. G. L. 
Horst, Central Greyhound Lines, Inc., and 
Mr. H. L. Patch, The Standard Oil Com- 
pany. The committee is to report at the May 
meeting on nominations for officers and di- 
rectors to be voted on at the annual meet- 
ing in June. He then turned the meeting 
over to the Program Committee, Mr. 
Thomas J. Tobin, Erie Railroad Company, 
chairman, who introduced the speaker of 
the evening, Mr. W. J. Mackey. Mr. 
Mackey, now in private practice, was 
formerly employers’ representative of the 
Ohio Unemployment Commission, and 
spoke on the subject ‘““What’s Ahead in 
Unemployment Insurance.” 


CONNECTICUT 
Topic: “CHANGING TRENDS IN 
ACCOUNTING” 

The monthly meeting of the Connecticut 
Control was held on April 2 at the Uni- 
versity Club in Bridgeport. Mr. H. A. 
Papenfoth, of the Trumbull Electric Man- 
ufacturing Company, Plainville, Connect- 
icut, a member of the Control, was the 
speaker. His subject was “Changing 
Trends in Accounting.” His address ap- 
pears elsewhere in this issue of THE 
CONTROLLER. 


A review of what has been accom- 
plished in the field of controllership 
during the past ten years will be a fea- 
ture of the Tenth Anniversary Meeting 
of The Controllers Institute of Amer- 
ica next fall. Three days, beginning 
September 29, 1941, at Waldorf-As- 
toria Hotel, New York City. 
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This Man May Save You Money, 
Relieve Many Work Burdens 


He is fitted to act as assistant or com- 
bined legal and accounting adviser to a 
busy controller, particularly during this 
national defense period of expansion. 

He has had experience in the settle- 
ment of Federal and State income and 
other taxes in the oil and gas, lumber, 
railroad, public utility, investment and 
other fields. 

He has handled many matters arising 
under the Federal Securities, Holding 
Company, Federal Trade, Social Security, 
Wage and Hours Acts, and various other 
regulatory statutes, including the prepa- 
ration of registration statements filed 
with the Securities and Exchange Com- 
mission. 

He has had experience in freight rate, 
shipping and transportation problems be- 
fore the Interstate Commerce Commis- 
sion. 

From actual experience he knows the 
practice before most federal departments, 
bureaus and commissions. 

Not only has he handled many corpo- 
rate accounting problems particularly in 
connection with taxation, but he has had 
to work out the legal questions involved 
in corporate organization, including the 
drafting and interpretation of indentures, 
resolutions, reports to stockholders, proxy 
notices, and the like. 

Available because of changes in status 
of public utilities, he is old enough to 
have good judgment and young enough to 
be adaptable and flexible. Write Box 352, 
care of ‘The Controller.” 


Treasurer—Controller— 
General Management 
Fifteen years’ manufacturing control 
and financial experience in all phases. 
Cooperative, energetic, American, age 
42, graduate Harvard Business School, and 
agreeable to locate wherever opportunity 
exists. Competent perform to as top execu- 
tive, or will serve as assistant. Believe 
methods could be applied outside of 
manufacturing field because of broad 
training and background. Address No. 
256, ‘““The Controller.” 
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Election of the applicants | 
named on page 200 brings | 
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Why Government Is Slow 
(Continued from page 175) 
thereto and are going to apply an 
actual intent of the parties or a factual 
test, go into the matter of costs and 
prices, and so forth, and require 
evidence which they think at least 
reasonably establishes that there is 
not reimbursement. On such a show- 
ing they will so state in the record, 
and the case goes to the Undersecre- 
tary of War or Navy for signature 
before it goes over to the Advisory 
Commission, where, I am told, they 
really intend to make their own 
check. They feel that Congress put 
that burden on them, and they have 
to do the job. They may agree with 
the Army and Navy Department, but 
they propose to go into it carefully 
in each case and render their own 

decision. 

Now, the problem, as I see it, and 
one thing that disappoints most of 
us who are interested in this amor- 
tization problem and who were 
working with it in connection with 
the 1940 Act, was that everyone was 
hoping that we would get away from 
these interminable wrangles and all 
that was involved in the administra- 
tion of amortization in many cases 
after the end of the last war. Of 
course, we all know there were a 
great many cases settled easily and 
promptly, but there were others that 
dragged out for many, many years, 
and I know the Advisory Commis- 
sion officials and the Treasury De- 
partment early in their study of this 
question approached it with the idea 
that it was desirable in writing an 
amortization provision that it be so 
clear and so definite that the de- 
duction could be given to the tax- 
payer while he is producing under 
contract for defense articles. 


COMPLICATED ADMINISTRATION 
DEFEATS INTENT OF CONGRESS 


Well, if the non-reimbursement 
problem is made too complicated 
and too difficult by its administra- 
tion, it seems to me that that object 
of certainty for the taxpayer with 
respect to the amortization deduc- 
tion which Congress in their reports 
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in connection with the Second Reve- 
nue Act of 1940 stated they had in 
mind in enacting that provision is 
defeated. You will remember also in 
the earlier Act they gave only a short 
time to make these checks, about 90 
days from the making of the con- 
tract. At that time at least Congress 
apparently did not think it was go- 
ing to be the difficult administrative 
problem, which it seems rapidly be- 
coming under the procedure that is 
now in vogue or seems likely to be 
set up and applied. 

There is one more thing I might 
add, and that is if you get into the 
dilemma of non-reimbursement cer- 
tificates and you find the government 
is not clearing you and you then 
raise the question “What to do?”, 
if you have not already seen it, I 
think you will find that opinion of 
the Attorney General of November 
30, 1940, (396p. AA. No. 144) which 
is printed in the various Federal 
Income Tax services, is of consider- 
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able help. There they found there 
was reimbursement as a fact on some 
facility or part. So they gave the tax- 
payer a modified contract which pro- 
vided for government protection on 
the part of the facilities for which he 
was reimbursed and he then signed the 
modified contract. Thus the taxpayer 
provided for the protection of the in- 
terest of the United States, and pre- 
sumably he can have clearance on non- 
reimbursement for any emergency 
facilities for which he was not reim- 
bursed, and which do not therefore, 
under the procedure outlined in that 
opinion, require the Government pro- 
tection certificate. 





“WAGE-HOUR LAW 
PROBLEMS” 
This Booklet Will Answer Many of Your Problems 
| This valuable booklet of 24 
| pages is a record of an address 
on “The Wage-Hour Law.” 











39 BROADWAY 





Depreciation and Depletion Studies 
Valuations and Appraisals 
Organization and Business Reports 
Securities Registration Investigations 
Design and Construction 


Ford, Bacon & Vavis 


Incorporated 


Engineers 





Philadelphia - Washington 


NEW YORK, N. Y. 


- Cleveland - Chicago 











The Controller, May, 1941 











DUTIES OF A CONTROLLER 


_ As Defined by Controllers Institute of America 


These definitions, except Number 17, were agreed upon and approved by the 
Board of Directors of The Institute, and were promulgated in June, 1933. It 
was one of the earliest important undertakings completed by The Institute, after 
its organization late in 1931. 


(Note: Few controllers perform, or are responsible for, all of the duties listed 
here. In determining eligibility of applicants for membership, The Institute inquires 
as to which of the duties listed the applicant performs, or for which he is responsible, 
through assistants. ) 

1. The installation and supervision of all accounting records of the corporation. 

2. The preparation and interpretation of the financial statements and reports of 
the corporation. 

3. The continuous audit of all accounts and records of the corporation wherever 
located. 

. The compilation of production costs. 

. The compilation of costs of distribution. 

. The taking and costing of all physical inventories. 

. The preparation and filing of tax returns and the supervision of all matters 
relating to taxes. 

. The preparation and interpretation of all statistical records and reports of the 
corporation. 

. The preparation, as budget director, in conjunction with other officers and 
department heads, of an annual budget covering all activities of the corpora- 
tion, for submission to the Board of Directors prior to the beginning of the 
fiscal year. The authority of the controller, with respect to the veto of com- 
mitments or expenditures not authorized by the budget, shall, from time to 
time, be fixed by the Board of Directors. 

. The ascertainment currently that the properties of the corporation are prop- 
erly and adequately insured. 

. The initiation, preparation and issuance of standard practices relating to all 
accounting matters and procedures and the co-ordination of systems through- 
out the corporation, including clerical and office methods, records, reports and 
procedures. 

. The maintenance of adequate records of authorized appropriations and the 
determination that all sums expended pursuant thereto are properly accounted 
for. 

. The ascertainment currently that financial transactions covered by minutes of 
the Board of Directors and/or the Executive Committee are properly executed 
and recorded. 

. The maintenance of adequate records of all contracts and leases. 

. The approval for payment (and/or countersigning) all checks, promissory 
notes and other negotiable instruments of the corporation which have been 
signed by the Treasurer or such other officers as shall have been authorized 
by the by-laws of the corporation or from time to time designated by the 
Board of Directors. 

. The examination of all warrants for the withdrawal of securities from the 
vaults of the corporation and the determination that such withdrawals are 
made in conformity with the by-laws and/or regulations established from time 
to time by the Board of Directors. 

. The preparation or approval of the regulations or standard practices required 
to assure compliance with orders or regulations issued by duly constituted 
governmental agencies. 


This list of duties is recommended primarily for use by manufacturing 
com panies. 

A short form of by-law for a corporation, defining the duties of a controller, 
which The Controllers Institute of America recommends for adoption, reads, 

The duties of the controller shall be to maintain adequate records of all 
assets, liabilities, and transactions of this corporation; to see that adequate 
audits thereof are currently and regularly made; and, in conjunction with 
other officers and department heads, to initiate and enforce measures and 
procedures whereby the business of this corporation shall be conducted with 
the maximum safety, efficiency, and economy. He shall attend all meetings 
of the Board of Directors and of the Executive Committee and he shall re- 
port to the President and/or the Board of Directors as said Board of Direc- 
tors may prescribe. His duties and powers shall extend to all subsidiary 
corporations and, so far as the president may deem practicable, to all affiliated 
corporations. 
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business can save |. 


If, like so many executives these 

days, new accounting problems 
are disrupting production schedules and 
claiming too much of your time, avail 
yourself of the services of Underwood 
Elliott Fisher and its nation-wide staff 
of machine accounting specialists. 


This staff not only has available all 
three famous lines of Underwood Elliott 
Fisher Accounting Machines, each in a 
wide variety of models, but a library of 
machine accounting data that holds the 
answer to practically every accounting 
problem that ever develops. 


Is it a matter involving the handling 








of accounts receivable or payable ? Does 
it concern stock control, billing or or- 
der writing? Or does it embrace pay 
rolls and the maintenance of records 
in accord with Federal and State re- 
quirements ? 


Underwood Elliott Fisher not only 
offers the right machine for your pur- 
pose but, without cost to you, the ser- 
vices of its staff of specialists working 
in cooperation with your own account- 
ing organization in applying it to your 
business. Why not telephone ovr local 
Branch or write today. 


UNDERWOOD ELLIOTT FISHER COMPANY 
One Park Avenue, New York, N. Y. 





3 ® The Famous Elliott Fisher Electric 


Keyboard Accounting Machine 


with the exclusive flat-writing platen. 
Adaptable because of its great flexibility 
to any business. Eliminates manual hana- 
ling of carbons. Performs many related 
operations at a single typing. 


One of many Underwood Elliott Fisher 


Accounting Machine Models 


Underwood 
Elhott Fisher 


Sundstrand 


ACCOUNTING MACHINES 


Copyright 1941, Underwood Elliott Fisher Company 


























Meet Hollywood’s Number 1 creative man—KING VIDOR — Director- 
Producer for MGM .... We found Mr. Vidor discussing — with a script 
girl—“rushes” from “COMRADE X,” MGM's spy-thriller starring CLARK 
GABLE and HEDY LAMARR. 


The projection room — where waste footage is cut, each scene edited, action speeded. 
Many Academy awards are actually won here. Mr. Vidor dictates every direction, 
note, detail to his Ediphone. They’re recorded quickly, accurately, even with inflections. 


. “A director 
y fleeting 
away: My 
my 

ever 


” 
Here’s King Vidor recording scenes and 
dialogue from J. P. Marquand'’s best-seller, 
“H. M. Pulham, Esquire’’—his next 
Why don’t you discover how much picture for MGM. Here again, Ediphone 
more you can do ina working day saves valuable time, steps up efficiency. 
with the Edison Voicewriter? No 
“overtime,” either, when you keep an 
Ediphone at home (as Mr. Vidor does). 
And your secretary will thank you 
when you phone “Ediphone,” your 
city, or write Dept. C.T.5, (address be- 
low) for a demonstration. 


Thomas A. Fdison, Inc., West Orange, N. J. (or) Thomas A. Edison of Camada., Ltd.. 610 Bay St., Toronto 




















